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THE STATUS OF
INTERNAL REVENUE SERVICE’S
REVIEW OF TAXPAYER TARGETING PRACTICES

THURSDAY, JUNE 27, 2013

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The Committee met, pursuant to call, at 10:01 a.m., in Room
1100, Longworth House Office Building, Hon. Dave Camp [Chair-
man of the Committee] presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3625
Thursday, June 20, 2013
No. FC-10

Chairman Camp Announces Hearing on
the Status of Internal Revenue Service’s
Review of Taxpayer Targeting Practices

Congressman Dave Camp (R-MI), Chairman of the Committee on Ways and
Means, today announced that the Committee will hold a hearing on the Internal
Revenue Service (“IRS”) and the agency’s 30-day review of the practice of discrimi-
nating against applicants for tax-exempt status based on their personal beliefs. The
hearing will take place on Thursday, June 27, 2013, in Room 1100 of the
Longworth House Office Building, beginning at 10:00 a.m.

The Principal Deputy Commissioner of the Internal Revenue Service, Mr. Daniel
Werfel, will be the only witness at the hearing. However, any individual or organi-
zation not scheduled for an oral appearance may submit a written statement for
consideration by the Committee and for inclusion in the printed record of the hear-
ing.

BACKGROUND:

Since June 2011, the Committee on Ways and Means has been investigating
whether the IRS discriminated against taxpayers based on their personal beliefs. On
May 10, 2013, IRS acknowledged that the agency had been targeting conservative-
leaning political organizations. Appointed by President Obama on May 16, 2013, Mr.
Werfel serves as the Principal Deputy Commissioner of the IRS and the Deputy
Commissioner for Services and Enforcement. The day after his appointment, Treas-
ury Secretary Jack Lew stated Mr. Werfel would “within 30 days ... report to me
and we will report to the President on actions taken.” The Committee will receive
testimony from Mr. Werfel regarding the Agency’s internal review of inappropriate
practices, as well as any remedial and disciplinary actions that have been imple-
mented by the IRS.

In announcing the hearing, Chairman Camp said, “At the close of the Commit-
tee’s first hearing into the IRS’s targeting of conservatives, I said this
phase of the investigation was just beginning. While the Committee con-
tinues a methodical investigation that includes interviewing IRS officials,
reviewing internal IRS documents, and talking to those who were targeted,
it is also important that we hear from IRS leadership about what imme-
diate steps the agency has undertaken to address these actions. The hear-
ing will ensure that we have the IRS’s perspective as Congress considers
additional actions that are necessary to address both this broken agency
and the broken Tax Code the agency used as a means to target and intimi-
date Americans based on their political beliefs.”

FOCUS OF THE HEARING:

The hearing will focus on the Internal Revenue Service’s 30-day report on the
practice of discriminating against applicants for tax-exempt status based on their
personal beliefs.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit written com-
ments for the hearing record must follow the appropriate link on the hearing page
of the Committee website and complete the informational forms. From the Com-
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mittee homepage, https://waysandmeans.house.gov (https://waysandmeans.house.gov),
select “Hearings.” Select the hearing for which you would like to submit, and click
on the link entitled, “Click here to provide a submission for the record.” Once you
have followed the online instructions, submit all requested information. ATTACH
your submission as a Word document, in compliance with the formatting require-
ments listed below, by the close of business on Thursday, July 11, 2013. Fi-
nally, please note that due to the change in House mail policy, the U.S. Capitol Po-
lice will refuse sealed-package deliveries to all House Office Buildings. For ques-
;ié)ns,%ozrzif you encounter technical problems, please call (202) 225-3625 or (202)
5— .

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item not in compliance with these guidelines will not be printed, but will be
maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word format and MUST
NOT exceed a total of 10 pages, including attachments. Witnesses and submitters are advised
that the Committee relies on electronic submissions for printing the official hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone, and fax numbers of each witness.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202—-226—
3411 TDD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Note: All Committee advisories and news releases are available on the World
Wide Web at:
hitp:/lwww.waysandmeans.house.gov/ (http://lwww.waysandmeans.house.gov/).

Chairman CAMP. The Committee will come to order.

Good morning.

It has been 6 weeks since the IRS first revealed it was purpose-
fully targeting conservative-leaning organizations, and this week
additional IRS documents revealed that the term “progressive,”
along with others, were also included on the “Be on the Lookout”
list, or the BOLO.

And I want to make one thing clear. No taxpayer, regardless of
political affiliation, should be unfairly targeted. It is wrong, and
this Committee is working to ensure that it will never happen again.

The Committee has welcomed all groups that feel they have been
targeted for extra scrutiny to come forward, and I urge them to do
so. So far, the evidence only shows conservatives being systemati-
cally targeted by the IRS, not just flagged through the BOLO, but
actually targeted. These Americans consistently had their applica-
tions delayed for nearly 3 years, were asked intrusive and inappro-
priate questions, had their donor information leaked, and were
even threatened by the IRS with additional taxes.
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But, as I have long said, we are in the early stages of this inves-
tigation, and, as we gather the facts, we will follow those facts
wherever they lead. Again, if there are any additional groups of
any political affiliation, we urge them to come forward.

From what we have already learned, it is clear that the IRS is
a broken agency that needs to answer to the American people.

Mr. Werfel, in the interest of accountability and at the discretion
of Treasury Secretary Lew, you spearheaded a 30-day review of the
practice of discriminating against conservative groups.

Unfortunately, while I am aware this is an initial report, it fails
to deliver the accountability the American people deserve. This re-
port doesn’t answer even the most basic significant questions: Who
started this practice? Why has it been allowed to continue for so
long? How widespread was it? In fact, this report suggests that you
haven’t even asked anyone those questions.

Additionally, the report fails to address some of the most egre-
gious offenses by the IRS. I am specifically talking about the inten-
tional leaking of confidential taxpayer information and the IRS
threatening conservative donors with additional taxes.

The review notes that it is important that the Inspector General
continues to identify inappropriate actions, but where is the inter-
nal oversight? Where are the checks to prevent this behavior in the
first place? How will the IRS learn from these inexcusable actions
and provide the American taxpayer with real proof and evidence
that it will not happen again?

It will be necessary to provide concrete reforms and assurances
to begin rebuilding the trust this agency has lost with the Amer-
ican people.

A glaring recommendation in this report is that Congress fulfill
the agency’s budget request of an additional billion dollars. And,
frankly, it is insulting to taxpayers that the IRS would ask for an
additional billion dollars right after we find out that the IRS was
targeting taxpayers for their beliefs, after they spent millions of
taxpayer dollars on frivolous conferences, produced completely use-
less videos, and put expensive dinners and alcohol on IRS credit
cards.

And, Mr. Werfel, let me be clear, until the IRS proves that it can
responsibly manage its current funds, the IRS will not see one
more dime in taxpayer funding.

We need real reforms, and they must be implemented so the
American people can have a restored faith that they have a govern-
ment that works for them, not against them. That begins with in-
stituting long-term and meaningful changes—changes to both how
the agency operates and to the Tax Code that the agency is trying
to enforce.

And, as I have stated before, I often hear from constituents in
Michigan about their fear of being audited by the IRS. That fear
used to stem from the fact that the Tax Code was so complicated,
nobody really knew what was in it or if they had filed their taxes
correctly. Even when people paid someone else to do their taxes,
they would sign their return not really knowing what was in it and
hoping the preparer got it right. And that is something this Com-
mittee must and will fix.
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However, today, Americans fear an audit not just because the
Tax Code is too complex but because we have an agency that is out
of control. We have managers in Washington sitting on cases for
years, directing intrusive and inappropriate questions to be asked.

And after a month-long internal review, what you tell this Com-
mittee is that a few people have been removed from their old jobs,
but you cannot even assure us that they have been removed from
the agency. It is my understanding that they either continue to be
paid or are receiving full retirement benefits. And, on top of those
salaries and benefits, those employees have received over a quarter
of a million dollars in bonuses over the last few years. And you
have not identified any structural changes within the IRS that
would prevent these abuses of power from happening again.

If there is anything this report shows, it is just how much more
work must be done. Congress will continue the investigation into
the IRS’s actions and get to the bottom of this so we can ensure
that no American is targeted again.

And, with that, I yield to Mr. Levin for the purposes of his open-
ing statement.

Mr. LEVIN. Thank you, Mr. Werfel.

I will go over my opening statement in just a moment. I want
to urge you—you have heard the opening statement of the Chair-
man. I know you mostly have been kind of a technician all your
years in both the Bush Administration and in this Administration.
I hope, though, that you will, if I might suggest, respond very vig-
orously when statements are made. I hope you will actively report
on what you have done during your first 30 days.

Where mistakes have been made by the Internal Revenue Serv-
ice, we on the Democratic side have been very, very clear: When
inappropriate criteria were used, we were among the first to say
that those who were in charge in the IRS should be relieved of
their duties.

So I hope you will respond very actively and vigorously to all the
questions. I think we need to get the facts and not innuendos. We
are here today to learn about the corrective action that the IRS has
taken to address mismanagement and processing of tax-exempt ap-
plications.

So, Mr. Werfel, welcome to the Ways and Means Committee. I
am not sure how warm it is, but welcome.

I am glad to see in your 30-day report that you have instituted
management changes that span the entire IRS management chain.
It is needed. I see from your report that these changes reach into
the Exempt Organization Division—which, indeed, is necessary—
and the team responsible for determinations on applications for
tax-exempt status.

We are also interested in your recommendations for obtaining
greater effectiveness within the IRS with respect to better early
warning systems and risk management. We look forward to hear-
ing your testimony on your new enterprise risk management pro-
gram, which I understand will improve IRS accountability and re-
sponsiveness to stakeholders, including this Congress.

As your report makes clear, there was clear mismanagement on
the part of the IRS Exempt Organizations Division in processing
these tax-exemption applications. The additional assessment and
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plan of action appear to be a solid roadmap to addressing the prob-
lems. And we encourage you, as I said at the beginning, to actively,
to vigorously, to completely pursue this plan.

But for our Committee, which launched this investigation on a
bipartisan basis, the backdrop for today’s hearing is the troubling
new information that has come to light about the report issued by
the Treasury Inspector General of Tax Administration.

This week, we learned for the first time the three key items:
One, the screening list used by the IRS included the term “progres-
sives”; two, progressive groups were among the 298 applications
that TIGTA reviewed in their audit and that received heightened
scrutiny; and, three, the Inspector General did not research how
the term “progressives” was added to the screening lists or how
those cases were handled by a different group of specialists in the
IRS.

The failure of the I.G.’s audit to acknowledge these facts is a fun-
damental flaw in the foundation of the investigation and the
public’s perception of this issue. I wrote to the I.G. and asked him
to explain these omissions.

And all Committee Democrats have asked you, Mr. Chairman,
today that you ask Mr. George to return to the Committee to pro-
vide the appropriate context for his report and answer questions
under oath regarding all of these matters. Our Committee, in its
oversight role, has an obligation to fully understand the manner in
which the I.G. conducted his audit and at what direction.

Deeply troubling is that, when asked about the new information
that has come to light, the Treasury I.G. Office initially said in
media reports that “our audit report answered questions it was
asked to address,” and that the House Oversight Committee Chair-
man, Darrell Issa, had specifically requested that investigators
“narrowly focus on Tea Party organizations.” We asked TIGTA
about this in the letter, and it responded that “many of the press
reports are not accurate.”

If these or some of the reports were accurate, TIGTA’s initial ex-
planation of the scope of the audit is inconsistent with the descrip-
tion of the I.G.’s audit work in the 2013 audit plan and the stated
objective on the first page of the May 14th, 2013, audit report. The
stated objective was “to determine whether allegations were found-
ed that the IRS, one, targeted specific groups applying for tax-ex-
empt status; two, delayed processing of targeted groups’ applica-
tions; and, three, requested unnecessary information from targeted
groups.”

The 1.G.’s failure to be forthcoming in the audit and at congres-
sional hearings, even when asked directly if there was a screening
list for “progressive” and whether progressive groups were included
among the 298 applications reviewed by TIGTA, has contributed to
the distortion of the entire investigation, including use of innuendo
and totally unsubstantiated assertions of White House involve-
ment.

Democrats have condemned the singling out of “Tea Party” by
name. I hope our colleagues on the Republican side of the aisle will
now join us in condemning the use of the term “progressives” on
the screening lists and the failure of the I.G. to be forthcoming
with this and other congressional committees.
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We have also been supportive of letting the facts lead where they
may. None of us, including the Acting IRS Commissioner, can de-
scribe how an application was processed once it was screened. I
caution my colleagues from jumping to conclusions until we know
all the facts. Searching for the facts is the only way we are going
to get back on the course that I hope is our mutual goal: The fixing
of the problems, all of the problems, at the IRS and restoring the
trust of the American people.

Thank you, Mr. Chairman.

Chairman CAMP. Thank you, Mr. Levin.

Now I would like to introduce our witness, Mr. Daniel Werfel,
Principal Deputy Commissioner and Deputy Commissioner for
Services and Enforcement of the Internal Revenue Service.

Thank you, Mr. Werfel, for being with us today. The Committee
has received your report, and it will be made part of the formal
hearing record. You will have 5 minutes for your oral remarks.

You are now recognized.

STATEMENT OF DANIEL WERFEL, PRINCIPAL DEPUTY COM-
MISSIONER AND DEPUTY COMMISSIONER FOR SERVICES
AND ENFORCEMENT, INTERNAL REVENUE SERVICE

Mr. WERFEL. Chairman Camp, Ranking Member Levin, and
Members of the Committee, thank you for the opportunity to ap-
pear before you today to discuss the progress we have made thus
far in charting a path forward for the IRS and what we hope to
accomplish in the future.

The report we released on Monday describes a number of impor-
tant findings, aggressive actions, and next steps for the IRS. The
problems with the 501(c)(4) application process that were uncov-
ered by the Treasury Inspector General for Tax Administration
have created significant concerns for taxpayers, and it is incumbent
upon us to take swift action to ensure accountability, fix the prob-
lems that occurred, and thoroughly examine other aspects of IRS
operations.

Over the past month, an ongoing review of the events described
in the TIGTA report has shed further light on the management
failures that occurred within the IRS and the causes of those fail-
ures. There was insufficient action by IRS leaders to identify, pre-
vent, address, and disclose the problems that emerged with the re-
view of applications for tax-exempt status. Our report outlines
management deficiencies and the steps that must be taken to cor-
rect them.

Importantly, the report does not provide a complete and final set
of answers. Instead, it offers an initial set of conclusions and action
steps, along with an explanation of the additional reviews and in-
vestigations under way.

While fact-gathering is still ongoing, we have not found evidence
of intentional wrongdoing by anyone at the IRS or involvement in
these matters by anyone outside of the IRS. Furthermore, there is
no current evidence of the use of inappropriate screeners or other
types of criteria in other IRS operations beyond those discussed in
the I.G. report.

We recognize, however, that there is public concern regarding the
criteria used for applications for tax-exempt status, and more needs
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to be done to evaluate our screening criteria and procedures. We
will therefore establish a review process by which screening criteria
and procedures across the IRS will be periodically assessed to safe-
guard against any risks of inappropriate criteria.

In addition to this important review, I also want to briefly men-
tion some of the actions that we have taken and will take to ad-
dress the problems we have found.

First, we have installed new leadership at all five levels of the
IRS senior executive managerial chain that had responsibility over
the activities identified in the I.G. report. In addition, we have
empaneled an Accountability Review Board to provide recommen-
dations within 60 days, and later if needed, on additional personnel
actions that should be taken.

Next, immediately upon learning that “Be on the Lookout,” or
BOLO, lists with inappropriate criteria were still in use, we sus-
pended the use of any such lists in the application process for tax-
exempt status.

Next, we have established a new voluntary process for certain
taxpayers who have been in our backlog for more than 120 days
to gain expedited approval to operate as a 501(c)(4) tax-exempt en-
tity. This is a self-certification process which allows them a stream-
lined path to tax-exempt status if they agree they will operate
within defined limits and thresholds of political and social welfare
activities.

Next, we will establish an enterprise risk management program
across the IRS to provide a common framework for capturing, re-
porting, and addressing risk. This is intended to ensure that such
information is brought to the attention of the IRS Commissioner
and other IRS leaders and external stakeholders in a timelier man-
ner.

Next, we will initiate additional internal and external education
and outreach about the role of the national taxpayer advocate in
assisting taxpayers in resolving problems with the IRS.

I also want to point out that our pursuit of broad-based reforms
in the IRS does not mean that we believe the specific challenges
and concerns identified in the I.G. report on 501(c)(4)s are nec-
essarily present in other parts of the organization. In fact, I believe
that any comprehensive review of IRS operations must recognize
the many critical successes that the IRS has had in carrying out
its mission over the last several years.

The IRS is committed to correcting its mistakes, holding individ-
uals accountable as appropriate, and establishing control elements
that will help us mitigate the risks we face. The employees of the
IRS are committed to our mission and to operating with integrity
and fairness to all.

The IRS serves a vital purpose for this country, and we need to
earn and maintain the trust of the American people in order to ac-
complish our mission. We are firmly moving in that direction. And
we will continue to report on our progress on a regular basis as we
fulfill our commitments.

Mr. Chairman, Ranking Member Levin, that concludes my state-
ment. I would be happy to answer your questions.

[The prepared statement of Mr. Werfel follows:]
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Charting a Path Forward at the IRS
Initial Assessment and Plan of Action

Introduction

The IRS used inappropriate criteria that identified for review Tea Party and
other organizations applying for tax-exempt status based upon their names or
policy positions instead of indications of potential political campaign
intervention. Ineffective management: 1) allowed inappropriate criteria to be
developed and stay in place for more than 18 months, 2) resulted in
substantial delays in processing certain applications, and 3) allowed
unnecessary information requests to be issued."

These findings by the Treasury Inspector General for Tax Administration (TIGTA) were the
result of both organizational and individual failures within the Internal Revenue Service

(IRS). Inresponse, the President and the Secretary of the Treasury installed new leadership at
the IRS in late May 2013, and directed that a thorough review of the matters identified in the
TIGTA report occur, individuals responsible for mismanagement or wrongdoing be held to
account, comprehensive corrective actions be taken to address the problems with IRS review of
tax exempt applications, and a forward-looking assessment take place to identify ways to
improve IRS operations broadly. This Report is the response to the request by the Secretary of
the Treasury for a “30 day” update on our progress in carrying out the above directives.

The IRS Mission Statement states:

To provide America’s taxpayers top quality service by helping them
understand and meet their tax responsibilities and enforce the law with
integrity and fairness to all.

The inappropriate criteria used to screen applications for tax exempt status within the Exempt
Organizations (EO) unit of the IRS were inconsistent with the standards set out in this Mission
Statement. Over the past 30 days, an ongoing review of these events has shed further light on the
management failures that occurred within the IRS and the causes of those failures. Several key
leaders, including some in the Commissioner’s Office, failed in multiple capacities to meet their
managerial responsibilities at various points during the course of these events. Most notably,
there was insufficient action by these leaders to identify, prevent, address, and disclose the
problematic situation that materialized with the review of applications for tax exempt status. The
full extent of these management failures and any further inappropriate actions that may have
taken place are the subject of various ongoing reviews and investigatory efforts that are being

! Inappropriate Criteria Were Used to Identify Tax-Exempt Applications for Review, Treasury Inspector General for
Tax Administration. Reference Number 2013-10-053. May 14, 2013.

4
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conducted by IRS, TIGTA, the Department of Justice, and the United States Congress, but that
are not yet complete.

The IRS is actively pursuing and supporting these fact gathering efforts. Reinforcing the
importance of such efforts, we have heard from concerned taxpayers and citizens around the
country. Specifically, members of the public seek answers to the following questions:

e What caused the events described in the TIGTA report?

e How are IRS employees who failed in their responsibilities being held to account?

e What fixes are being put in place in the IRS’s EO unit to permanently address the
problems TIGTA identified with the application process for tax exempt status?

e Do the risks and failures identified by the TIGTA report extend to other areas within the
IRS?

e Is the IRS properly positioned to effectively execute its broader operations?

While the IRS is committed to timely and comprehensively addressing each of these questions,
this Report does not purport to provide a complete and final set of answers at this time. Instead,
this Report provides an initial set of conclusions and action steps, along with an explanation of
the additional review and investigatory activities underway. In developing the Report, we
closely reviewed the TIGTA audit and underlying materials furnished by TIGTA, reviewed
thousands of pages of materials relevant to both the review of applications for tax exempt status
and broader IRS operations and risks, established an integrated leadership group from various
business units around the IRS to assist in our evaluation, brought in new leadership with
expertise in public sector management to provide perspectives from outside the IRS, and
engaged in an ongoing dialogue with TIGTA and Congress to synthesize their ongoing review
and investigation of these matters with our own. As specifically requested by TIGTA and the
Department of Justice, and in order to avoid disruption with their ongoing investigations, we are
relying on the professional investigators from these entities to interview employees regarding
root causes of the identified problems in the review of the applications for tax exempt status.

This Report has three sections:

In Section 1, Accountability, we describe the process undertaken to determine the causes of the
events described in the TIGTA report and the manner in which we are ensuring accountability
for mismanagement or, to the extent identified, other forms of wrongdoing.

In Section 2, Fixing the Problems with the Review of Applications for Tax Exempt Status, we
detail the numerous process improvements underway to meet and go beyond the
recommendations from TIGTA, in order to ensure that appropriate screening criteria are in place
and that taxpayers receive effective customer service in the review of applications for tax exempt
status.
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In Section 3, Broad Review of IRS Operations and Risks, we identify a series of actions that will
improve performance and accountability in the leadership ranks of the IRS by ensuring that
critical program or operational risks are identified early, raised to the right decision-makers in
the organization, and are timely shared with external stakeholders, such as Congress, TIGTA,
and the IRS Oversight Board.

Each section of the Report contains an upfront summary, highlighting both conclusions
reached and discrete actions taken. By way of an overall summary, significant findings
and actions in the Report are as follows:

Findings:

Significant management and judgment failures occurred, as outlined in the TIGTA report,
that contributed to the inappropriate treatment of certain taxpayers applying for tax
exempt status.

At this time, while fact gathering is still underway, we have not found evidence of
intentional wrongdoing by IRS personnel, or involvement in these matters by anyone
outside of the IRS.

We concur with the nine TIGTA recommendations for improving the review of
applications for tax exempt status. Further, we believe there are additional steps, beyond
the TIGTA recommendations, that will help to ensure the problems identified by TIGTA
are permanently corrected.

The IRS Commissioner's Office and other leaders across the organization do not always
have sufficient knowledge of emerging operational risks among the various IRS business
units. This fact limits the ability of senior IRS leaders and managers to identify and help
manage organizational risks, and stifles the timely flow of such information to external
stakeholders.

There is no current evidence of the use of inappropriate criteria in other IRS business unit
operations. However, we recognize there is public concern in this regard, and therefore
additional mechanisms to evaluate such criteria should be initiated.

The IRS has mechanisms, such as the Taxpayer Advocate Service, to assist taxpayers
who are having difficulty in resolving matters with the IRS. However these mechanisms
are not well understood by taxpayers and therefore are not being sufficiently leveraged.

Actions:

New leadership has been installed at all five levels of the senior executive managerial
chain that had responsibility over the activities identified in the TIGTA report.

We have empaneled an Accountability Review Board to provide recommendations within
60 days (and thereafter as needed) as to any additional personnel actions that should be
taken to ensure there is appropriate accountability for the events described in the TIGTA
report.



15

e We have suspended the use of “be-on-the-lookout,” or BOLO, lists in the application
process for tax exempt status.

e We have established a new voluntary process for certain taxpayers who have been in our
priority backlog for more than 120 days to gain expedited approval to operate as a
501(c)(4) tax exempt entity through self-certifying to certain thresholds and limits to
political and social welfare activities.

e We will establish a review process by which criteria and screening procedures across the
IRS will be periodically assessed for any risks of criteria that would be inconsistent with
our Mission Statement.

e We will establish an Enterprise Risk Management Program to provide a common
framework for capturing, reporting, and addressing risk areas across IRS. This is
intended to improve the timeliness by which such information is brought to the attention
of the Commissioner and other IRS leaders, as well as external stakeholders.

e We will initiate additional internal and external education and outreach about the role of
the National Taxpayer Advocate in assisting taxpayers in resolving problems with the IRS.

The actions described above, as well as many others detailed further in this Report, are guided by
commitments to increased transparency of IRS operations, new checks and balances where
objective assessments can ensure that appropriate screening criteria are in place and that
taxpayers receive effective customer service, and an environment where IRS leaders, beginning
with the Commissioner’s Office, have active and timely knowledge of emerging operational
risks and take responsibility for driving swift and effective solutions.

Our pursuit of broad-based reform in the IRS does not mean we believe that the specific
challenges and concerns identified in the TIGTA report are present in other parts of the
organization. In contrast to the management challenges raised by TIGTA, there are many
instances across the IRS where effective management is leading to positive organizational
performance. Section 3 of this Report elaborates on this issue, recognizing that both strengths
and weaknesses should be considered when assessing management reforms. In this way, our
agency-wide reforms build on a foundation of successful results within many of the IRS business
units, while closing more significant performance and management gaps in others.

Lastly, although there is a desire for immediate answers regarding the circumstances that led to
the inappropriate treatment of taxpayers identified in the TIGTA Report, such expediency must
be carefully balanced with the need to engage in thorough and fair fact-finding. Working in
concert with the leadership of the Department of the Treasury, Congress, TIGTA, the
Department of Justice, and other key stakeholders, we have initiated both a candid vetting of
issues that impact IRS effectiveness and a robust action plan to gather additional evidence and
address needed improvements in a fair, yet expedient, manner. In this way, the process of
restoring and sustaining the public’s trust in the IRS is underway.
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1. Accountability

Section Summary

In determining the proper level of accountability for those individuals responsible for
the various failures identified in the TIGTA report, our approach is two-fold:

1. We are identitying the individuals within the IRS who are responsible for the
mismanagement outlined in the TIGTA report, evaluating the extent to which
their actions (or failure to act) contributed to the problems identified, and
determining the appropriate consequences for each individual.

2. We are digging deeper into the evidence to determine if there are instances of
wrongdoing or inappropriate conduct beyond the mismanagement identified in
the original TIGTA report. By extending our review beyond the scope of the
original audit, we are ensuring a more comprehensive understanding of the
circumstances that led to these events.

The first component of our plan to ensure accountability relies principally on the
employee interviews and underlying documents that supported the original TIGTA
audit. In addition, investigatory materials beyond the original audit work are emerging
through interviews of relevant IRS employees being conducted by TIGTA and
Congress. We are also reviewing thousands of pages of materials compiled from
various sources, including employee emails and other work papers and documents
relevant to the application process for tax exempt status.

Although these additional efforts are not complete and will take some time in order to be
conducted properly, we have already made a number of key personnel changes in the
leadership ranks of the IRS based on available information. In several cases, there is already
evidence of mismanagement that warrants the removal of personnel from the positions they
held at the time the TIGTA report was issued. As a result, there is now new leadership in
place at five different levels of the IRS senior executive and management chain involved in
these matters.

As the investigation moves forward and we gather further evidence, new information will
support our ongoing efforts to determine ultimate accountability for management failures.
As of the publication of this Report, there is no evidence of intentional wrongdoing or
misconduct on the part of IRS personnel beyond the conclusions reached in the TIGTA
report. Moreover, we have found no evidence of involvement in these matters by any
individuals outside of the IRS. However, investigatory efforts have yet to be completed,
and we will make additional accountability determinations as appropriate.
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Actions Taken to Date

Numerous reviews and investigations have been launched to examine the review of applications
of certain groups for tax exempt status.” The TIGTA audit is just one of these reviews. Several
Congressional committees and the Department of Justice are engaged in investigations, TIGTA
has an additional investigation underway, and the IRS Commissioner’s office is examining the
specifics of the matter.

Though these investigations are still ongoing, enough evidence is available to enable us to draw
conclusions about the significant breakdowns in management and process that led to the
development and utilization of inappropriate criteria. Based on these conclusions, we have
already begun the process of holding individuals accountable for their actions.

As a guiding principle in determining our actions, we recognize that our staff at the IRS, and
particularly those in positions of leadership and decision-making, must be worthy of the public’s
trust and must behave consistent with our Mission Statement of operating with “integrity and
fairness for all.” The vast majority of IRS management and staff live up to this high standard.
However, those who neglect this duty and cannot demonstrate the ability to hold the public’s
trust must be held accountable for their actions. Our other guiding principles include
commitments to thoroughness, fairness, and expediency. Embedded in these principles is an
inherent tension, but one that must be appropriately balanced. While we want to move quickly,
we must be thorough in our fact finding and fair in our decisions.

For this initial review, we have relied extensively on the data in the TIGTA audit report,
additional underlying data supporting the audit, further fact gathering and analysis by IRS
management through review of e-mails and other documents gathered to date, and evidence
uncovered through the ongoing employee interviews conducted by TIGTA and Congress. Based
on the information we have reviewed to date, we can draw the following conclusions within the
two broad categories depicted below:

e Process and execution failures affected a particular subset of applicants for tax exempt
status beginning in 2010:

o Personnel in the Exempt Organizations (EO) unit applied inappropriate screening
criteria to applicants for tax exempt status, creating BOLO listings that resulted in
the improper targeting of a number of applicants for additional scrutiny.

o Even after management in the EO unit identified this activity and put in place
steps to correct the behavior, the inappropriate scrutiny was allowed to return.

2 Documents produced by the IRS during our 30-day review (and provided to Congress in response to their
requests) revealed the use of political and other inappropriate labels in BOLO lists used by the EO unit, beyond
those inappropriate labels identified in the TIGTA report. The Principal Deputy Commissioner directed the
suspension of the use of all BOLO lists in the EO unit effective June 12, 2013.

9



18

o Some applicants were subjected to overly burdensome and intrusive
questionnaires and data requests that went beyond an acceptable level of fact
finding.

o Applications for tax exempt status remained unresolved well beyond the 120 days
that the IRS has set as the standard for making determinations due, at least in part,
to internal misunderstandings, poor communication, ineffective collaboration, and
a lack of clarity on the proper standards for adjudicating the applications.

e IRS management failures:

o EO Management failed to identify the inappropriate activities in a timely fashion
(it took 16 months from the time this activity began before the first briefing was
provided to the EO Director on the topic, according to the timeline in the TIGTA
report).

o EO management failed to properly and expediently escalate these issues to the
highest levels of senior leadership in the IRS.

o Senior IRS leadership did not effectively oversee activities within EO, failing to
take appropriate, proactive steps to identify and help address significant emerging
operational risks.

o Even after senior IRS leadership was informed of the inappropriate activities in
question, it failed both to effectively put an end to the activity and to inform the
proper committees in Congress in a timely fashion, despite requests from
Congress on this topic.

This summary, based largely on the findings and supporting evidence associated with the TIGTA
report, represents a list of significant failures by the IRS, including failures of transaction
processing, customer service, effective collaboration, management, and overall leadership.
Moreover, our own review to date of the evidence and communications associated with these
activities indicates significant miscommunication between and among the various parts of the
EO unit, along with a lack of critical thinking and judgment on behalf of key executives within
and beyond this unit. These leaders did not adequately identify emerging problems (such as a
growing backlog of applications for tax exempt status), effectively manage their organizations
while this backlog continued to grow unabated, or elevate risks and issues to higher levels of
authority. As a result, we have taken actions to hold IRS personnel accountable, impacting
multiple levels of the IRS organization.

The Privacy Act of 1974 limits our ability to identify individual names and individual disciplinary
actions in this Report. However, we can state that, by way of various personnel actions as a result
of the activities covered in TIGTA report, a total of five executives are no longer in the positions
they held at the time that the TIGTA report was published. As can be seen in Figure 1, the entire
leadership chain, from the top of the organization to the front-line executives in the mission area

10
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where these activities occurred, has been replaced since the TIGTA report was published (these
changes are highlighted in red double-lined boxes). (Figure 1 is an adaptation of the portion of
the IRS organization chart that was depicted in Appendix V in the TIGTA report, focusing on the
chain of command that was relevant for the topics covered in that report.)

Figure 1: High-Level Organizational Chart of Offices Referenced in the TIGTA Report

IRS Commissioner

Deputy Commissioner for
Services and Enforcement

Acting Commissioner, Tax

Senior Technical Exempt and Government

Advisor Entities Division
Director Exempt Senior Technical
Organizations Advisor
Director Rulings and
Agreements
|
| | ]
Manager, Program Manager, Manager,
Technical Unit Determinations Unit Guidance Unit
Technical Determinations Guidance
Specialisls Specialisls Specialists
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The management changes highlighted are consistent with our guiding principles of thorough, fair,
and expedient action, and represent conclusions we have drawn to date. We also recognize that
accountability determinations will continue to be evaluated until all investigatory activity is
complete.

Additional Actions Still to be Determined

At this time, there are ongoing reviews and investigations being conducted by IRS leadership,
TIGTA, the Department of Justice, and Congressional committees. As specifically requested by
TIGTA and the Department of Justice, and in order to avoid disruption with their ongoing
investigations, we are relying on the professional investigators from these entities to interview
employees about root causes of the identified problems. Concurrent with TIGTA’s work, IRS
management is continuing to review relevant documentary evidence to ensure all aspects of the
investigation are carefully considered. All of the various fact-finding efforts underway will have
a direct bearing on decisions we will make about additional accountability measures. Consistent
with our approach to date, if there is sufficient evidence to conclude that an individual can no
longer hold a position of public trust within the IRS, we will take appropriate personnel action.

To support these accountability determinations, we have convened an Accountability Review
Board to assist in sorting through the record and helping identify appropriate personnel actions.
This Board, consisting of senior executives and human resource professionals from across the IRS
and representation from the Office of Personnel Management, will initially assist in determining
any appropriate disciplinary action for executives who thus far have been placed on
administrative leave. It is important to reach closure on those personnel actions in a timely
fashion. The Board will also assist in any further personnel actions that may be appropriate for
other individuals who participated in these activities. A one-size-fits-all approach to
accountability is too broad for actions that may contain greater nuances for each of the individuals
involved. Accordingly, we expect this Board to help sort through the evidence and yield
recommendations for action on a case-by-case basis. Among other criteria, we expect that the
Board will take into consideration the so-called “Douglas Factors,” which are based on a
landmark decision by the Merit Systems Protection Board (MSPB) and establish criteria that
supervisors must consider in determining an appropriate penalty to impose for an act of employee
misconduct (see Appendix A for a listing of the 12 “Douglas Factors™). The Board, which was
officially formed on June 17, 2013, is expected to provide recommendations for any disciplinary
action on an ongoing basis over the next 60 days (and thereafter as needed). Any further action
will be taken at that time.*

3 The MSPB case was Curtis Douglas v. Veterans Administration, 5 MSPB 313, 332 (1981).

*The IRS will ensure that any such action will be in compliance with all statutory and regulatory requirements
governing personnel actions for Federal employees, including appropriate due process, consultation with
employees’ exclusive representatives, and other applicable requirements. In many cases, such compliance may
require additional time and create constraints on the actions the IRS is able to take or publicly disclose.

12
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It is important to note that, at this point in time, we have not uncovered any evidence that we
believe changes the conclusions in the TIGTA report that this inappropriate behavior resulted
from significant mismanagement and poor judgment. We have not found evidence of intentional
wrongdoing on behalf of IRS personnel. Further, we have found no evidence to date that anyone
outside the IRS had any role in initiating or encouraging this activity. However, we also
recognize that TIGTA, the Department of Justice, and Congress, are gathering additional
evidence, as are we, and we will evaluate all new information on an ongoing and frequent basis.
We are committed to a full vetting of the evidence and will work with TIGTA, the Department of
Justice, and Congress to make such evidence and conclusions public, to the extent allowable
under the law.

13
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2. Fixing the Problems with the Review of Applications for
Tax Exempt Status

Section Summary

A critical component of our action plan is to implement necessary controls to
permanently address the problems with the tax exempt application process, as
identified in the TIGTA report. As noted in Section 1, installing new leadership is
the first in a series of corrective actions. In this section, we will highlight the
additional steps that we are taking to reform our business practices in the review
of applications for tax exempt status, using the nine recommendations stated in
the TIGTA report as the organizing framework for this discussion. We have
accepted all nine recommendations in full, are making effective progress in
implementing them, and have identified additional solutions beyond the TIGTA
recommendations.

Specifically, the IRS has:

* Suspended the use of BOLO lists in the application process for tax exempt
status;

* [nitiated an end-to-end overhaul of the business processes by which
applications for tax exempt status are fulfilled;

¢ Begun to develop new guidance materials to allow IRS staff to operate
without BOLO lists and under the reformed, more efficient process flows;

* Added technical and programmatic experts to assist the EO staff with the
review of applications for tax exempt status;

* [Initiated a new process whereby certain taxpayers whose applications for
501(c)(4) tax exempt status had been identified for potentially inappropriate
campaign intervention and have been in our backlog for more than 120 days
have the option of obtaining an approval if they self-certify that no more
than 40% of their expenditures and voluntary person-hours will go toward
political campaign intervention activities and that at least 60% of their
expenditures and voluntary person-hours will go toward promoting social
welfare;

e Created a new “Advocacy Application Review Committee” to provide
expertise from other parts of the IRS to review screening and
determination decisions;

e Begun the process to create a new check and balance mechanism, where
IRS eriteria and screening procedures will be reviewed on a systemic basis
and any material risks of the use of inappropriate criteria found will be

14
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reported to the IRS Commissioner, the IRS Oversight Board, and the
relevant tax committees of Congress;

e Engaged with the Department of the Treasury regarding the need for
greater clarity for certain terms that are relevant for 501(c)(4) tax exempt
organizations, with a commitment for inclusion in the next Treasury
Priority Guidance Plan.

We expect these various improvements and mechanisms to result in a rapid
elimination of the existing backlog of applications for tax exempt status, with an
initial focus on the backlog of potential political applications for tax exemption
under Internal Revenue Code Section 501(c)(4). The new procedures will also
help to ensure that the high standards of the IRS Mission Statement for
appropriate and effective customer service will be adhered to in the application
process for tax exempt status going forward.

Management Changes

While many of the actions that will be discussed in this section revolve around the nine
recommendations made in the TIGTA report, there are other important steps we are taking that
go beyond those specific recommendations. For example, as discussed in the prior section, we
have brought in new leadership for a number of critical positions, with clear direction on what is
expected from these individuals in their roles as leaders and managers of our day-to-day
operations. These new leaders span the entire IRS management chain and reach into the EO unit
and the team responsible for determinations on applications for tax exempt status. In identifying
the right individuals to install in new leadership positions, we have worked closely with the IRS
senior executive team to identify individuals from across the organization who hold the highest
levels of integrity and have demonstrated a strong track record of effective management. We
have sought leaders who have the ability to get things done and to focus on the combination of
proper adherence to our tax laws and regulations as well as in providing high levels of service to
our taxpayers.

Specifically, in addition to the appointment of new leadership in the Commissioner’s Office, the
following new leaders are in place within the IRS:

e Office of the Deputy Commissioner, Services and Enforcement (Heather Maloy)

e Office of the Commissioner, Tax Exempt and Government Entities (Michael Julianelle)
¢ Director, Exempt Organizations (Ken Corbin)

e Director, Rulings and Agreements, Exempt Organizations (Karen Schiller)

These new leaders have already begun to not only execute on their new responsibilities, but also
to collaborate with the many other experienced and high-caliber leaders already in place across
the IRS. Collectively, we are moving forward with the necessary actions to address the
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deficiencies highlighted in the TIGTA report. Specifically, we reaffirm IRS’s full agreement
with all nine of the recommendations made in the TIGTA report and our firm commitment to the
implementation of each of those recommendations. In some cases, we are implementing
solutions that go beyond what was in the TIGTA recommendations, but those recommendations
are our starting point. TIGTA has provided a roadmap for how to correct the problems that
TIGTA identified, and we will be following that roadmap, including expanding upon it where
there is even greater opportunity for improvement.

It is also imperative that we implement our corrective steps in a rapid and transparent manner,
with an immediate focus on resolving the applications that have been sitting in the backlog for an
extended period of time, which we refer to as our “priority backlog” (see the response to
Recommendation 7 for more information on our new processes associated with managing this
backlog and where we are in that process). As announced in Congressional testimony earlier this
month, we will be maintaining and updating the status of each of these recommendations on the
IRS web site, www.irs.gov, until such time as all of them have been implemented. Michael
Julianelle, our new Acting Commissioner of Tax Exempt and Government Entities (TE/GE), and
Ken Corbin, our new Acting Director of EO, are responsible for overseeing the implementation
of these recommendations and providing frequent updates as to their status on our web site.

The following provides the current status, actions taken to date, pending actions, and estimated
completion date for each of the nine TIGTA recommendations.

Status of the TIGTA Recommendations

TIGTA Finding No. 1

The Determinations Unit Used Inappropriate Criteria to Identify Potential Political Cases

TIGTA Recommendation 1: Ensure that the memorandum requiring the Director, Rulings and
Agreements, to approve all original entries and changes to criteria included on the BOLO listing
prior to implementation be formalized in the appropriate Internal Revenue Manual.

a. Status: Complete (additional action beyond recommendation still ongoing)
b. Actions Taken to Date:

i. The memorandum was put into effect on May 17, 2012 (see Appendix B).
Because, as discussed below, the use of BOLO lists has been suspended, this
memo regarding their use will not need to be incorporated into the IRM at this
time.

ii. The Principal Deputy Commissioner directed the suspension of the use of
BOLO lists within the EO function on June 12, 2013. This action was
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formalized via a memorandum from the Acting Director, Rulings and
Agreements on June 20, 2013 (see memo in Appendix C). This memorandum
will be further formalized in Interim Guidance issued by June 28, 2013.

1. In the absence of BOLO lists, the Determinations Unit will continue to
screen for information affecting the determination of applications for
tax exempt status, including activity tied to political campaign
intervention, but it will be done without regard to specific labels of any
kind.

c. Pending Actions:

i. Provide training to staff on how to apply the appropriate screening criteria in
the absence of BOLO lists (part of which will be based on actions outlined in
Recommendations 2 and 3).

d. Estimated Completion Date: June 28, 2013 for the original TIGTA recommendation;
September 30, 2013 for the follow-on activity

TIGTA Recommendation 2: Develop procedures to better document the reason(s) applications
are chosen for review by the team of specialists (e.g., evidence of specific political campaign
intervention in the application file or specific reasons the EO function may have for choosing to
review the application further based on past experience).

a. Status: Ongoing
b. Actions Taken to Date:
i. The Acting Director, EO is satisfying this recommendation in two steps.
1. Improving the documentation of the reasons applications are chosen
for review by the team of specialists.

a. The Acting Director, EO has organized a team to review,
update, and formalize the documentation. The team consists of
representatives from various IRS divisions, including Small
Business / Self-Employed, Wage and Investment, Chief
Counsel, and Exempt Organizations.

b. The team formed and began its work the week of June 17,
2013.

2. Reviewing the process associated with the selection of applications for
tax exempt status for further review.

a. This same team will partner with members of an IRS internal
team of highly trained process improvement experts, which
will also include employees from the office of Privacy,
Governmental Liaison, and Disclosure, to evaluate the business
process associated with the initial evaluation of the application
through the steps associated with the selection for review.
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b. The expected outcome is a more efficient business process, to
be coupled with enhanced documentation.
c. This process review began the week of June 17, 2013.
c. Pending Actions:
i.  Complete assessments of the documentation and the current business
process.
ii.  Implement the use of the new documentation and updated business process.
d. Estimated Completion Date: September 30, 2013

TIGTA Recommendation 3: Develop training or workshops to be held before each election
cycle including, but not limited to, the proper ways to identify applications that require review of
political campaign intervention activities.

a. Status: Ongoing
b. Actions Taken to Date:
i. Implementing this recommendation will be a four-step process, the first of
which has already been completed:
Step 1: Review current content of the training program and materials

a. The Acting Director, EO established a team to review the
training materials currently in use regarding proper identification
of applications that require review of political campaign
intervention activities.

b. These materials had been initiated in previous workshops, but
had not been aggregated and consolidated into formal training
materials.

c. Pending Actions:
i. Three steps remain in the implementation of the four-step process:
Step 2: Update the content of training materials based on new information
derived from Recommendation 2

a. This same team will monitor the progress of the implementation
of Recommendation 2, and update the training materials
accordingly.

Step 3: Migrate the training to IRS’s Electronic Learning Management System,
which is the Service’s core repository for enterprise-wide training
Step 4: Deliver the training

b. Asrecommended by TIGTA, training related to political
campaign intervention will be delivered close in time to election
cycles. We estimate that this broad delivery of training will
begin on or around January 2014, in order to train personnel in
advance of the 2014 election cycle.
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c. Training will be repeated for all relevant EO employees on an
annual basis.
d. Estimated Completion Date: June 30, 2013 for initial training material to be
reviewed; January 2014 for delivery of new training

TIGTA Finding No. 2

Potential Political Cases Experienced Significant Processing Delays

TIGTA Recommendation 4: Develop a process for the Determinations Unit to formally request
assistance from the Technical Unit and the Guidance Unit. The process should include actions to
initiate, track, and monitor requests for assistance to ensure that requests are responded to timely.

a. Status: Complete (with additional activity ongoing to enhance the technical solution
that is supporting the new process)
b. Actions Taken to Date:
i. Implementing this recommendation will be a two-step process:
1. Define the process and implement with a short-term technology
solution

a. Close and transparent coordination between the
Determinations Unit and the Technical and Guidance Units
is critical to effectively managing the applications that are
in the process of being reviewed.

b. These organizations formalized the process of coordination
on June 21, 2013, under the direction of the Acting
Commissioner, TE/GE and the Acting Director, EO.

c. The new process is documented in written procedures, and
was enabled using a spreadsheet-based tracking tool that
monitors more than 20 different data elements associated
with a particular case, including a number of dates
associated with key steps in the processing of the case.

d. The spreadsheet model, which went into operation on June
21, 2013 and satisfies the TIGTA recommendation, was
utilized because it could be deployed quickly and provides
a basic structure for effective collaboration.

2. Evolve to a more robust technology solution that can ultimately
supplant the spreadsheet model (see below for pending actions)
c. Pending Actions:
i. Evolve to a more robust technology solution
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1. While the spreadsheet model is an acceptable short-term solution
for this collaboration, we believe a more robust technology would
be appropriate for a longer-term solution.

2. The Acting Commissioner, TE/GE and Acting Director, EO will
review existing technical solutions that perform a similar
coordination and tracking function within the IRS, and look to
repurpose one or more of those solutions to fulfill this requirement.

3. The final step will be to convert the coordination process from the
spreadsheet-based model to this more robust technology solution.

d. Estimated Completion Date: Step 1 (spreadsheet based solution) went into effect on
June 21, 2013. Step 2 evaluation is underway, with an estimated implementation date
of September 30, 2013.

TIGTA Recommendation 5: Develop guidance for specialists on how to process requests for
tax exempt status involving potentially significant political campaign intervention. This
guidance should also be posted to the Internet to provide transparency to organizations on the

application process.

a. Status: Ongoing
b. Actions Taken to Date:

i

One of the significant challenges with the 501(c)(4) review process has
been the lack of a clear and concise definition of “political campaign
intervention”. For example, it is often difficult to determine whether or
not a particular paid advertisement is taking a position on a public policy
issue or constitutes an attempt to influence an election, and, in turn, how
that decision might factor into the overall evaluation of whether an
organization is primarily engaged in promoting social welfare. Such
complicated determinations currently rely on lengthy revenue rulings and
judicial opinions with examples that serve to assist an evaluation based on
all facts and circumstances.

. Given the complexity of the issues involved and the immediate need to

alleviate the existing backlog of 501(c)(4) applications that have some
indication of potential or actual political campaign intervention, IRS Chief
Counsel has assigned six additional attorneys to support the specialists in
the EO Technical team on the most complex cases related to political
campaign intervention. The IRS Chief Counsel team began to provide this
additional support and expertise on June 11, 2013. Also, an expedited
process (explained in the response to Recommendation 7) relying on
applicant certifications for cases in the backlog was developed and is
being implemented.
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The applicable revenue rulings can be found in Appendix D of this Report,
and are being posted to the Internet.

c. Pending Actions:

i

il

In addition to the primary revenue rulings, the specialists, who reside in
the EO Technical division, will receive further guidance in these areas
from IRS Chief Counsel.

. The IRS will determine how to process all other 501(c)(4) applications

involving potentially significant political campaign intervention activity
after reviewing the experience of the use of expedited procedures for the
priority backlog (as described in the response to Recommendation 7) that
is the initial focus for these efforts.

Any subsequently-created guidance or other materials affecting the
determinations process, including the guidance discussed in the response
to Recommendation 8, will be posted to the Internet.

d. Estimated Completion Date: June 27, 2013 for the process for the priority backlog;
January 31, 2014 for processing of other 501(c)(4) applications

TIGTA Recommendation 6: Develop training or workshops to be held before each election
cycle including, but not limited to: a) what constitutes political campaign intervention versus
issue advocacy (including case examples) and b) the ability to refer for follow-up those
organizations that may conduct activities in a future year which may cause them to lose their tax

exempt status.

a. Status: Ongoing
b. Actions Taken to Date:

i

il

The Acting Director, EO engaged the EO Determination Manager to
initiate development of training material and to establish the delivery
timeline.

. The material for part (a) will be based on the revenue rulings found in

Appendix D, as well as the additional guidance referenced in the response
to Recommendation 5.

The material for part (b) will be influenced by the business process
analysis described in the response to Recommendation 2.

c. Pending Actions:

i

il.

IRS Chief Counsel will review additional training materials that are
produced.

Training will be delivered on an as-needed basis, with a particular focus
on the timeframe leading up to the future election cycles.

d. Estimated Completion Date: January 31, 2014
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TIGTA Recommendation 7: Provide oversight to ensure that potential political cases, some of
which have been in process for three years, are approved or denied expeditiously.

a. Status: Ongoing
b. Actions Taken to Date:

i

il

iv.

Appropriately resolving the cases that have been in the queue for action
and resolution for unacceptable periods of time is a top priority for the
IRS, and we have already taken a number of steps to not only begin to
clear that backlog, but also to dramatically improve both the oversight and
the throughput within the evaluation process.

. For the purposes of this discussion, we have defined the “priority backlog”

for our initial focus to be 501(c)(4) applications that have been previously
identified as “potential political cases” — i.e., the focus of the TIGTA audit
— and that were submitted to the IRS for initial review more than 120 days
prior to May 28, 2013 (the first week of new leadership at the IRS). There
were 132 cases that fell into this category at that time.

Specifically, we are following two primary paths that will help us to clear
this backlog. Of note, Path 2 is available specifically for those applicants
in the priority backlog, and is not available to other applicants at this time.

Path 1: Strategic Utilization of Additional Resources and Process
Refinement
1. Inrecognizing the challenge in evaluating some of these
applications (in particular trying to determine whether the
applicant is primarily engaged in social welfare activities), we have
taken steps to dedicate additional resources from other segments of
the IRS to support the determinations that are pending in this
backlog (as mentioned in the response to Recommendation 5). We
recognize that many of these determinations are “close calls” based
on the current laws and regulations and the specific facts and
circumstances of each individual submission. There is a detailed
body of fact-based guidance that informs these determinations,
thereby often requiring a sophisticated legal and complex factual
review to evaluate the application. Path 1 to implementing this
Recommendation focuses on providing additional staff to support
specific elements of this complex evaluation process, as well as
refinements to the review and approval process:
a. Additional clerical staff members have been provided from
the Wage and Investment Division to assist in managing

22



31

the logistics associated with the current backlog, to ensure
that packages are moving quickly from one stage in the
process to the next.

b. Front-line EO Determinations Unit staff members have
received instructions to escalate applications to the EO
Technical Unit where there is evidence of a non-
insubstantial degree of potential political campaign
intervention in the applications.

¢. The EO Technical Unit has received additional instructions
on how to evaluate these cases.

d. The EO Technical Unit now has the ability to engage
additional attorneys assigned by IRS Chiefl Counsel to
assist in these complicated determinations. The additional
attorneys began to provide this support on June 11, 2013,

e. We have created a three-member “Advocacy Application
Review Committee,” consisting of executive counsel and
the new executive leadership in TE/GE that will review the
file, apply the law to the facts presented, and evaluate
whether the applicant has satisfied the requirements for
exemption under Section 501(c){4). This Review
Committee will render the final determination for any cases
for which additional review has been requested and for any
case for which a demal has been proposed.

f. The Review Committee will also be responsible for
frequent updates (at least weekly) to the Office of the
Deputy Commissioner, Services and Enforcement, on the
status of resolving all cases in the priority backlog,
providing expanded oversight to ensure the milestones put
forth in this Report remain on track to be met.

2. Thus far, we have made determinations on 34 cases in the original
backlog (26%). Those determinations include 17 approvals, 4
applications withdrawn by the applicants, and 13 cases closed for
“failure to establish” (i.e., failure to provide necessary
information). None of the cases in this backlog have been
disapproved to date.

3. Importantly, due to the fact that some of these determinations
represent difficult and complex judgments, some may still take
longer to resolve than others.
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v. Path 2: Streamlined Approval Process for the Priority Backlog

1.

The primary challenge associated with making a determination for

the cases in this backlog relates to the significance of potential or

actual political campaign intervention activity associated with the
applicant. The current regulatory standard allows for some
political campaign intervention or other activity, but the
organization must be “primarily” engaged in activities that
promote social welfare.

Within certain parameters, it is appropriate for applicants in the

priority backlog to have the opportunity to self-certify the degree

to which political campaign intervention may be part of their
organization’s scope of activity. With this new option, applicants
who self-certify that their level of political campaign intervention
activity is below a defined threshold, and that their level of social
welfare activity is above a defined threshold, will be approved on
an expedited basis, which is expected to be two weeks or less (see
below for threshold levels).

Specifically, we have crafted the following statements for

certification by applicants in the priority backlog:

1) During each past tax year of the organization, during the
current tax year, and during each future tax year in which the
organization intends to rely on a determination letter issued
under the optional expedited process, the organization has
spent and anticipates that it will spend 60% or more of both the
organization’s total expenditures and its total time (measured
by employee and volunteer hours) on activities that promote
the social welfare (within the meaning of Section 501(c)(4) and
the regulations thereunder).

2) During each past tax year of the organization, during the
current tax year, and during each future tax year in which the
organization intends to rely on a determination letter issued
under the optional expedited process, the organization has
spent and anticipates that it will spend less than 40% of both
the organization’s total expenditures and its total time
(measured by employee and volunteer hours) on direct or
indirect participation or intervention in any political campaign
on behalf of (or in opposition to) any candidate for public
office (within the meaning of the regulations under Section
501(c)(4)).
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4. Appendix E contains a sample letter providing the option for Path
2 to an applicant that is currently part of the priority backlog. This
letter also contains a brief set of additional instructions and safe
harbors for counting activities. In order to use Path 2, the
organization must use the specific safe harbors and must include
the following activities when counting the amount of political
campaign intervention it is engaged in:

a. Public communication identifying a candidate within 60
days prior to a general election or 30 days prior to a
primary;

b. Events at which only one candidate, or candidates of only
one party, are invited to speak; and

c. Grants to other 501(c) organizations that engage in political
campaign intervention.

5. We chose the thresholds described here (below 40% for political
campaign intervention activity and above 60% for social welfare
activity) and provided special instructions for measuring activities
in order to provide a basis for determining what is meant by
“primarily” engaged in social welfare activities (with the
understanding that no precise definition exists in relevant revenue
rulings, cases, or regulations for “primarily” in this specific context
and that the statute does not provide clear guidance on how the
determination should be made). Organizations that wish to be
evaluated under all the facts and circumstances rather than to
conduct their own measurements retain that option via Path 1.

6. Any entity in the priority backlog that determines that its political
campaign intervention activity represents less than 40% of its total
activity using the safe harbor rules established in the instructions
should be able to confidently respond to this assertion in the
affirmative. If the estimate is above 40% or cannot be made
because of the safe harbor counting rules, the case involves a
“closer call” that would be more appropriate to go through the
review process outlined in Path 1 above. Similarly, if the estimate
for social welfare activity is below 60%, also representing a
“closer call,” then we believe it would be more appropriate to go
through the review process outlined in Path 1.

7. Applicants will have 45 days to return the optional representations
to the IRS, and no denial determinations will be made in that 45-
day timeframe.
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8. Path 2 is completely optional for the applicant and no inference
will be drawn from an applicant’s choice about whether or not to
participate.

9. If the applicant declines to pursue Path 2, the application will
continue to be worked through Path 1 for its determination.

10. In either case, the applicant may still be subject to an examination
by the IRS at a later date.

Concurrent with the publication of this Report, and while continuing to
process applications via Path 1, we are sending Path 2 representation
letters this week to those applicants that remain in our priority backlog at
the time of this Report.

c. Pending Actions:

i

il

Continue processing the priority backlog items via the Path 1 option, while
pursuing the Path 2 option in parallel.

. Applications that are determined to be approved via Path 1 will receive

their determination notice immediately upon decision.

Applications that are supported by the certifications associated with Path 2
will cease to be reviewed in the determinations process, and will receive
their approval notice within two weeks of IRS’s receipt of the
certifications.

d. Estimated Completion Date: September 30, 2013.

TIGTA Recommendation 8: Recommend to IRS Chief Counsel and the Department of the
Treasury that guidance on how to measure the “primary activity” of LR.C. § 501(c)(4) social

welfare organizations be included for consideration in the Department of the Treasury Priority

Guidance Plan.

a. Status: Complete
b. Actions Taken to Date:

i

il

IRS initiated discussion with the Department of the Treasury in May 2013
to discuss possible changes to the guidance on how to measure “primary
activity” with respect to social welfare for 501(c)(4) applications. These
discussions included the consideration of how to clarify the definition of
“political campaign intervention.”

. The Department of the Treasury agreed to include these items in the next

Priority Guidance Plan, consistent with the TIGTA recommendation.
See section below, Additional Considerations, for additional discussion.

c. Pending Actions:

i

None remaining

d. Estimated Completion Date: May 2013
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TIGTA Finding No. 3

The Determinations Unit Requested Unnecessary Information for Many Potential Political Cases

TIGTA Recommendation 9: Develop training or workshops to be held before each election

cycle including, but not limited to, how to word questions in additional information request
letters and what additional information should be requested.

a.

C.

Status: Ongoing
b. Actions Taken to Date:

i

The Acting Director, EO has updated the business process associated with
creating letters which request additional information from 501(c)(4)
applicants, particularly with respect to potential political campaign
intervention activity.

. In particular, the Office of Taxpayer Correspondence, which resides in the

Return Integrity and Correspondence Services unit within the Wage and
Investment Division, has been engaged to begin to assist in this process in
both an advisory role and an oversight role.

1. The Office of Taxpayer Correspondence is the IRS hub for
comprehensive correspondence services, ranging from design and
development to effectiveness and downstream impact. This office
helps the IRS business units provide consistency, quality, and plain
language for notices and letters, with the goal of helping taxpayers
take the appropriate action to resolve their tax issues.

Pending Actions:

i

Under the oversight of EO management, the Office of Taxpayer
Correspondence will create guidance on the appropriate content and
wording of questions for use by the case workers who actually prepare the
letters that request this additional information.

. The Office of Taxpayer Correspondence will also assist EO Management

in further enhancing the business process of letter preparation, providing a
review of the content of these letters and the consistency in the application
of the standards prior to dissemination to applicants.

d. Estimated Completion Date: The process changes and initiation of advisory services
by the Officer of Taxpayer Correspondence went into effect on June 4, 2013. The

pending actions will continue to develop, including the formal delivery of training,

until January 2014 (or longer, if the support is still required).
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Additional Consideration

It is important to make clear that the IRS does not write the country’s laws (the Constitution
places that responsibility in the hands of Congress), nor is the IRS responsible for the
development of tax policy (the Department of the Treasury maintains that responsibility on
behalf of the Administration). The IRS is responsible for administering the nation’s tax laws and
regulations. However, we would be remiss in any analysis of the problems associated with
501(c)(4) applications not to highlight the significant challenges that exist within the current
construct of laws and regulations that govern this set of applications.

It has been a common refrain from Congress and the public that the rules that are applicable for
501(c)(4) eligibility are ambiguous and confusing, both for the taxpayer and for the staff within
the IRS whose responsibility it is to administer those laws and regulations. Section 501(c)(4)
provides exemption for organizations that, among other things, are “operated exclusively for the
promotion of social welfare.” Under regulations promulgated in 1959, an organization is
deemed to meet this test if it is “primarily engaged in promoting in some way the common good
and general welfare of the people of the community.” The same regulations expressly exclude
political campaign intervention from the definition of social welfare. The distinction between
campaign intervention and social welfare activity, and the measurement of an organization’s
social welfare activities relative to its total activities, have created considerable confusion for
both the public and the IRS in making appropriate 501(c)(4) determinations.

Both the taxpayer and the IRS would benefit greatly from clear definitions of these concepts.
The lack of clarity did not cause the inappropriate screening and poor managerial oversight noted
in the TIGTA report, nor does it excuse them. But we do believe that it played a role in the
lengthy delays in at least some of the determinations associated with these cases.
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3. Broad Review of IRS Operations and Challenges

Section Summary

In addition to fixing the problems identified in the TIGTA report, it is important that we
respond to emerging questions from taxpayers on the extent to which similar issues may
exist in other parts of the organization. To address these questions, we have initiated:

e A thorough review and vetting of the organizational failures that resulted in the
problems identified in the TIGTA report;
e An assessment of whether similar issues exist in other IRS business units;

e A series of reforms to address each finding.

The table below summarizes our current conclusions resulting from this review.

Problem Area from TIGTA
Report

Broader Applicability

Planned Reform

Use of inappropriate
criteria to select taxpayers
for increased compliance
scrutiny. Criteria used to
select taxpayers for increased
compliance scrutiny in the
501(c)(4) application process
violated the IRS Mission
Statement.

There is no current evidence
of the use of inappropriate
criteria in other IRS business
units or processes; however
we recognize there is public
concern in this regard and
therefore additional
mechanisms to evaluate
appropriateness of criteria
should be initiated.

Validate that screening and
selection criteria are fully
documented across all IRS
business units and make them
subject to routine objective
review to address the concern
that has been expressed.

Deficiencies in taxpayer
service. Taxpayers
confronting undue burden
and delays with respect to the
review of 501(c)(4)
applications did not appear to
have an effective mechanism
to resolve matters through the
IRS.

The IRS has mechanisms,
such as the Taxpayer
Advocate Service, to assist
taxpayers who are having
difficulty resolving matters
with the IRS. However
these mechanisms are not
well understood by
taxpayers and therefore are
not being sufficiently
leveraged.

Raise taxpayer awareness of
their rights and tools, such as
the Taxpayer Advocate
Service, and further elevate
the transparency of, and
accountability for, taxpayer
issues being routinely raised
by the National Taxpayer
Advocate.

Leadership awareness and
accountability. Substantial
delay occurred with IRS
leaders responsible for
overseeing the EO unit in
identifying and addressing
emerging risks.

The IRS Commissioner and
other leaders across the
organization have not
always had sufficient
knowledge of emerging
operational risks within the
various IRS business units.

Structural enhancements to
improve the systematic and
timely flow of information on
emerging operational risks to
the attention of the IRS
Commissioner and other key
IRS leaders, including the
establishment of a new
Enterprise Risk Management
Program.
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Disclosure of critical Overall lack of information | Establish routine reporting on

information to external by IRS leaders on emerging | IRS operational risks with

stakeholders. Information risks stifles the timely flow | Congress and the IRS

on emerging risks within the | of such information to Oversight Board (in cases

EO unit shared with Congress | external stakeholders, such where disclosure would

was insufficient, despite as Congress and the IRS involve taxpayer sensitive

specific inquiries into the Oversight Board. information, disclosure would

matter. occur on a confidential basis
to the relevant Congressional
tax committees).

Our broader review of the IRS also evaluated other challenges and opportunities that may
exist. All organizations face challenges and risks, and it is our intent to raise awareness
of these elements of our business in order to proactively mitigate them before they
manifest themselves as true operational issues that could impact our ability to effectively
fulfill our core mission. We will explore some of our challenges with respect to budget,
cost management, human capital, and the overall complexity of our mission
responsibilities.

Finally, any comprehensive review of IRS operations must recognize the many critical
successes of the IRS in carrying out its mission. These successes not only positively
impact the lives of many citizens, but also serve as a foundation for greater improvements
in IRS operations in the future. They also remind us of the talented and dedicated
employees of the IRS who are passionate about their mission to effectively serve the
taxpayer and who stand ready to make the necessary changes to sustain a more effective
IRS in the future.

Taxpayer Concerns — Issue Areas and Solutions

A thorough response to the TIGTA report requires an assessment of whether the risks and
failures identified therein extend to other areas within the IRS. Our review has provided an
opportunity to develop an initial set of conclusions regarding the IRS as a whole, beyond the
inappropriate activities that occurred with respect to applications for tax exempt status. Our
framework for thinking about this broader review has been grounded in the concerns and
questions we are hearing from the public. We have summarized these issue areas as follows:

e Improved processes for IRS to validate the appropriateness of our compliance and
enforcement efforts, and their consistency with the IRS Mission Statement;

e Enhanced mechanisms for taxpayers to address situations where they feel IRS actions are
causing undue burden or delays; and
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e Broader opportunities to drive greater accountability, transparency, and effectiveness in
the IRS execution of its core mission.

The remainder of this Report provides a description of these issues and planned actions steps.

Improved Processes for Assessment of IRS Compliance / Enforcement Efforts

It is critically important to the effective working of our tax system that the public believes it is
receiving appropriate treatment from the IRS that is consistent with principles of our mission
statement. This was not the case for certain organizations applying for tax exempt status. The
first two sections of this Report have highlighted how we are addressing those problems. In this
section, we begin to assess such challenges in the context of other parts of the organization.

From what we have learned, the selection processes followed by the Determinations Group in the
EO Unit are fundamentally different from the rest of the IRS in a number of ways. First, unlike
most other parts of the laws that the IRS enforces, the 501(c)(3) and 501(c)(4) determinations
processes involve the review of an applicant’s political activity because whether the applicant is
engaged in political campaign intervention is a factor in determining tax exempt status. Second,
as previously discussed, the definitions and criteria associated with the laws and regulations for
determining 501(c)(4) tax exempt status suffer from ambiguity that contributed in part, along
with poor management and judgment, to the development of inappropriate selection criteria and
subsequent delays encountered by taxpayers. All current indications are that this sort of political
activity analysis, ambiguity, and subjective utilization of criteria does not occur elsewhere in the
IRS. Whether in the divisions of Wage and Investment, Small Business / Self-Employed, or
Large Business and International (our other major business units), there is no current evidence
that our selection criteria is applied inappropriately. The selection criteria are constantly
reviewed and adjusted based on extensive data collection and analysis, with the intent to yield
the highest return on our enforcement dollars.

Despite these conclusions, the nature of the problems identified in the tax exempt application
process, coupled with the concerns raised by taxpayers, warrants a review of certain process
controls within the IRS. To this end, the new Chief Risk Officer at the IRS will establish a plan
within 60 days that will initiate a comprehensive, agency-wide review of our compliance
selection criteria, encompassing all business units across the IRS. To prepare for this review and
assessment, we are working with the leadership of the major business units to conduct a thorough
evaluation of all relevant documentation, and to prepare updates as warranted. This step will be
followed by an analysis of these documented criteria and an objective assessment of the
appropriateness of such criteria. We will then share the details of this assessment with the
leadership of the Department of the Treasury, the IRS Oversight Board, and the Chairpersons of
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the House Ways and Means Committee and the Senate Finance Committee.” After the initial
agency-wide assessment is complete, we will pursue similar reviews of these processes and
selection criteria for at least one of our major business units on an annual basis, and share those
results in a similar fashion. Our expectation in carrying out these new procedures is that, with
respect to the appropriateness and effectiveness of our compliance or enforcement selection
criteria, we maintain consistent and robust standards across the IRS for:

e Documentation;

e Frequency of updates;

e Benchmarking across IRS business units;

e Objective testing and assessments; and

e Routine collaboration with appropriate external stakeholders on the results of all the
aforementioned activities.

Enhanced Mechanisms for Taxpaver Recourse

As detailed in the TIGTA report, many of the applicants for tax exempt status faced long delays
and unnecessary information requests, compromising their ability to reach an effective, timely,
and appropriate resolution of their matter with the IRS. As detailed throughout this Report,
breakdowns in managerial effectiveness at various levels within the IRS contributed to these
unacceptable results. In addition to management missteps, our system also failed in this instance
because more steps could have been taken to make these applicants aware of the avenues they
can pursue to resolve open issues with the IRS.

The primary option for taxpayers that have difficulty resolving their IRS problems through
normal channels is the Taxpayer Advocate Service (TAS). TAS was established as part of the
IRS Restructuring and Reform Act of 1998, and has four primary functions:

i. Assist taxpayers in resolving problems with the Internal Revenue Service;
ii. Identify areas in which taxpayers have problems in dealing with the Internal Revenue
Service;
iii. To the extent possible, propose changes in the administrative practices of the Internal
Revenue Service to mitigate problems identified under clause (ii); and
iv. Identify potential legislative changes which may be appropriate to mitigate such
problems.

The Taxpayer Advocate has the authority to determine significant hardship and issue Taxpayer
Assistance Orders that, among other things, can require the IRS “to cease any action, take any

® These entities are identified because they are allowed to review taxpayer information, pursuant to Internal
Revenue Code Section 6103. To the extent legally allowable, this information will further be shared with the
Ranking Members of these Committees along with other interested Committees within Congress.

® Internal Revenue Code § 7803(c)(2)(A)
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action as permitted by law, or refrain from taking any action with respect to the taxpayer as
permitted under the law.”” According to the Taxpayer Advocate Service website
(http://www .taxpayeradvocate.irs.gov/About-TAS/Who-We-Are):

The Taxpayer Advocate Service (TAS) is Your Voice at the IRS. Our job is to
ensure that every taxpayer is treated fairly, and that you know and understand
your rights. We offer free help to guide you through the often-confusing process
of resolving your tax problems that you haven’t been able to solve on your own.
Remember, the worst thing you can do is nothing at all!

According to this same web site, TAS received nearly 220,000 new cases in Fiscal Year (FY)
2012, and was able to provide full or partial relief to the taxpayers in nearly 77% of the cases it
closed. Moreover, both IRS employees and taxpayers can identify and elevate systemic
problems to TAS through its Systemic Advocacy Management System (SAMS) at
http://www.irs.gov/uac/Systemic-Advocacy-Management-System-(SAMS).

Thus, there is an avenue for taxpayers when they believe they are being treated inappropriately,
are searching for recourse in resolving matters before the IRS, or need help because they have
hardship circumstances that merit immediate attention. But, in this case, TAS was not involved
in virtually any of the cases associated with the inappropriate treatment outlined in the TIGTA
report with regard to 501(c)(4) applications. In fact, only 19 such cases were referred to TAS
over the three-year period beginning at the start of 2010, the majority of which were referred by
Members of Congress and not the taxpayer or IRS personnel. These results warrant specific
improvements to the overall effectiveness of our TAS framework.

One of the primary sources of cases being referred to TAS is the IRS workforce. The workforce
has an obligation to refer cases to TAS when they are unable to resolve a taxpayer’s problem.
Historically, this has rarely occurred within the EO unit and, as noted, did not occur for the
concerned 501(c)(4) applicants in the matters described in the TIGTA report. It was the
responsibility of IRS personnel in the EO unit to refer these cases to TAS, but that did not
occur. As an important first step in addressing this shortcoming, the Acting Commissioner of
the TE/GE division and the Acting Director, EO will work with the National Taxpayer
Advocate to put a training program in place for all EO personnel on their responsibilities with
respect to referring cases to TAS.

Of note, these processes often work as intended across most of the IRS. Personnel are properly
trained and frequently do refer cases to TAS as required, although there are steps we can take to
further emphasize these responsibilities on an ongoing basis. Moreover, there are other
mandatory protections in place that are routinely administered in the proper fashion. For
example, whenever any taxpayer has been identified for audit, among the first acts performed
by the IRS is to send the taxpayer a copy of “Publication 1,” Your Rights as a Taxpayer (see

7 Internal Revenue Code §7811
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Appendix F for a copy of “Publication 1”). This document provides a clear listing of some of
the most important rights provided to all taxpayers, including the following categories:

I.  Protection of Your Rights
II.  Privacy and Confidentiality
III.  Professional and Courteous Service
IV. Representation
V. Payment of Only the Correct Amount of Tax
VI.  Help with Unresolved Tax Problems (including contact information for the
Taxpayer Advocate Service)
VII. Appeals and Judicial Review
VIII.  Relief from Certain Penalties and Interest

Your Rights as a Taxpayer also explains the basic processes and rights associated with
examinations, appeals, collections, and refunds. However, since the applicants for 501(c)(4) tax
exempt status were not selected for audit, they did not receive “Publication 1.” We are
currently reviewing areas across the IRS where we believe the distribution of “Publication 17
may be appropriate even when audit selection is not occurring. We expect to complete this
analysis and implement any changes in our current processes before the end of the current fiscal
year.

Thus, processes are in place to inform taxpayers of their rights and to refer cases to the
Taxpayer Advocate Service. However, the nature of the problems identified in the TIGTA
report warrant additional steps to ensure these processes are fully leveraged across the IRS. We
need to be sure that all IRS employees are aware of their responsibilities with respect to
ensuring taxpayers know their rights, and, in particular, how to engage TAS when they feel they
are being treated inappropriately or are encountering excessive bureaucratic obstacles.
Therefore, beyond the additional training we will pursue specifically for the EO unit as
highlighted above, the Acting Deputy Commissioner for Services and Enforcement will work
with the National Taxpayer Advocate to evaluate the training provided to all of IRS employees
in this regard, and modify it, as appropriate, to make necessary improvements to fill whatever
gaps may exist in the current processes or actual behavior. These IRS officials will deliver an
action plan to the Commissioner’s Office within 60 days with any recommendations that will
help mitigate the IRS’s risks in this area. Finally, the National Taxpayer Advocate will provide
the Commissioner’s Office with any additional suggestions that should be considered for
expanding national awareness of the TAS program. We recognize that budgetary constraints
may limit our efforts in this regard, but we would like the opportunity to evaluate suggestions
on how we can improve awareness of this important element of ensuring appropriate and
consistent treatment of all taxpayers when dealing with the IRS.
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Opportunities and Challenges in Driving Greater Effectiveness
in IRS Operations

The IRS has an essential responsibility on behalf of the United States Government and the
public. The IRS collects 92% of the Government’s receipts, representing $2.524 trillion in gross
tax receipts before tax refunds in FY 2012. At the same time, the IRS is challenged by many of
the same concerns affecting other large organizations, both public and private sector, including
budgetary concerns, human capital concerns, and overall programmatic execution concerns. In
this section of this Report, we reflect on where we perceive challenges exist for the IRS at this

point in time, as well as some concrete actions we are taking and ideas we have under
consideration that will continue to position the IRS to successfully execute its mission. The
specific topics for discussion include:

e Positive Results and Trends

e Budgetary Concerns

e Human Capital Challenges

e Mission Complexity

e Better Early Warning Systems Needed

e Transparency with Critical Oversight Organizations

Positive Results and Trends

Our first observation is that the IRS has been highly successful in mission execution across its
broad portfolio for many years. From an investment standpoint, enforcement actions alone
generate revenue of nearly $52 billion per year over the last decade, yielding an average Return
on Investment (ROI) of $4.65 for every dollar invested in the IRS during that time (see Figure 2).
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Figure 2: IRS: Positive Return on Investment
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In terms of the most recent fiscal year, the following are just some of the key accomplishments
that were delivered by the IRS in FY 2012:

o The IRS enhanced international compliance efforts by implementing new legislation and
programs such as the Offshore Voluntary Disclosure Program (OVDP). In January 2012,
the IRS reopened the OVDP indefinitely with tightened eligibility requirements in
response to strong interest from taxpayers and tax practitioners. From the establishment
of the program in 2009 through the end of FY 2012, the OVDP has resulted in more than
38,000 disclosures of underpaid or unpaid taxes and the collection of more than $5 billion
in back taxes, interest, and penalties.

o The IRS 1s working closely with businesses and foreign governments to implement the
Foreign Account Tax Compliance Act (FATCA). This legislation strengthens offshore
comphance efforts by creating new information reporting requirements on foreign
financial institutions with respect to U.S. accounts and establishing new withholding,
documentation, and reporting requirements for payments made to certain foreign entities.

o The IRS continues to implement its Return Preparer Program initiative, which began in
FY 2011. The foundation of this program is mandatory registration for all paid tax return
preparers. Through September 2012, more than 860,000 preparers have requested
Preparer Tax Identification Numbers (PTINs) using the online application system. This
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PTIN requirement provides an important and improved view of the return preparer
community from which the IRS can leverage information to improve communications,
analyze trends, spot anomalies, and detect potential fraud, including the refund fraud
associated with the Earned Income Tax Credit (EITC) and identity theft. As a result of
these efforts, the IRS initiated several hundred criminal investigations into return
preparers and achieved a 97.3% conviction rate. The IRS also leveraged real-time data
during the 2012 filing season to improve the compliance of more than 1,400 preparers
with high numbers of EITC errors.

e The IRS provides year-round assistance to millions of taxpayers through many sources,
including outreach and education programs, issuance of tax forms and publications,
rulings and regulations, toll-free call centers, www.irs.gov, Taxpayer Assistance Centers
(TACs), Volunteer Income Tax Assistance (VITA) sites, and Tax Counseling for the
Elderly (TCE) sites.

e The IRS’s Criminal Investigative unit was the lead agency in the takedown of Liberty
Reserve, one of the world’s largest and most widely used digital currency companies, and
seven of its principals and employees. This investigation, which uncovered an alleged $6
billion money laundering scheme and the operation of an unlicensed money transmitting
business, is believed to be the largest money laundering prosecution in history, involving
law enforcement actions in 17 countries.

e The IRS continues to identify and stop fraudulent return filings and refunds through our
Accounts Management Taxpayer Assurance Program (AMTAP) and Questionable
Refund Program (QRP). In FY 2012 alone:

e AMTAP stopped more than 2.6 million fraudulent returns and more than $19.2
billion in fraudulent refunds; and

e QRP identified 1,708 schemes comprising more than 2,045,080 individual
returns, detecting and preventing $12.3 billion in QRP refunds.

In addition to these positive results in recent years, we have seen a number of positive
performance trends. For example, the percentage of individual taxpayers submitting their returns
electronically has doubled in the last decade (see Figure 3), with more than 80% of taxpayers
now using the e-File process.
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Figure 3: Percentage of Individual Taxpayers Filing Electronically

o
0% 80.5%
80% 76.9%
69.3%
70% 65.9%
57.1% 57.6%
60% 51.19 24.1%
o
50% 46.5%

40%

30%

20%

10%

0%

FY FY FY FY FY FY FY FY FY FY
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

The number of visits to IRS.gov has more than doubled in the last decade (see Figure 4).

Figure 4: Number of Visits to IRS.gov
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* The FY 2008 increase was primarily the result of taxpayers accessing the “Where’s My Stimulus Payment?” application

We have also seen a dramatic increase in the use ot the “Where’s My Retund?” teature on the
IRS website (see Figure 5). This tool, which is updated every 24 hours, has the most up-to-date
information on refund status, thereby eliminating the need to contact the IRS by phone.
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Figure 5: Use of “Where’s My Refund?” On IRS.gov
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These are just some of the technology-enabled innovations deployed and adopted in recent years
that are driving down cost, driving up quality, and increasing the timeliness of taxpayer service.

Importantly, the Government Accountability Office (GAO) has also recognized the tremendous
progress that the IRS has made in this area of information technology-enabled business
modernization. In fact, GAO recently removed IRS from its bi-annual High Risk list in the
category of Business Systems Modernization, where it had been for the previous 18 years.
According to the GAO report:

The Internal Revenue Service (IRS) made progress in addressing significant
weaknesses in information technology and financial management capabilities. IRS
delivered the initial phase of its cornerstone tax processing project and began the
daily processing and posting of individual taxpayer accounts in January 2012. This
enhanced tax administration and improved service by enabling faster refunds for
more taxpayers, allowing more timely account updates, and faster issuance of
taxpayer notices. In addition, IRS has put in place close to 80% of the practices
needed for an effective investment management process, including all of the
processes needed for effective project oversight.®

These modernizations have been critical to improving both the efficiency and effectiveness of the
IRS, thereby decreasing risk to the organization and taxpayers. One of our biggest concerns,
however, is our ability to continue to innovate and invest in modernization due to the significant
budget challenges facing the agency, which is the subject of the next section of this review.

8 High Risk Series: An Update, Government Accountability Office. GAO-13-283. February 14, 2013.
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Budgetary Concerns

Like all Federal agencies, the IRS has been challenged in this period of budgetary constraints and
uncertainty. Since FY 2010, the IRS has received reductions to appropriated funding totaling
almost $1 billion. In FY 2013 alone, sequestration and a rescission combined to reduce the IRS
budget by $618 million. As an example of the effects of these constraints, during the period of
time that this Report was being developed, we have experienced two agency-wide furlough days
where the entire agency was shut down. The IRS will have another furlough day in early July,
with the possibility of up to two additional furlough days before the end of the fiscal year. These
furloughs, coupled with another year of an exception-only hiring freeze, are having real impacts,
not only on our workforce, but also on our ability to serve the taxpayer.

The IRS’s FY 2014 budget request projects the resource needs to solidify our workforce and
invest in critical programs that will enable better service to the taxpayer and a better return on the
investment in the IRS. We have core program needs that must be addressed, or service and
enforcement will undoubtedly be impacted. In addition, we have taken on new legislatively
mandated responsibilities, including the implementation of Merchant Card Reporting, the
Foreign Account Tax Compliance Act (FATCA), and the tax-related provisions of the
Affordable Care Act (ACA), each requiring an investment in resources that, without additional
funding, must be absorbed into our declining baseline budget. Moreover, we have clear
opportunities to increase tax revenue through enhanced enforcement and prevention of refund
fraud activities, and by being more responsive to taxpayers, but we will fall short on these
opportunities if sequester-level funding persists into FY 2014. The bottom line is that many of
our most innovative and far-reaching programs are at risk for delay or cancellation without
adequate funding.

We are acutely aware that simply increasing budgetary resources does not always solve the
problem. In fact, very few of the solutions proposed in this Report thus far implicate the need for
additional funding. The primary emphasis of this review and the solutions posed herein is on
leadership, training, processes, policies, communication, accountability, and risk mitigation as
focus areas for enabling solutions that address the challenges we face at the IRS. However, the
negative repercussions that will result if our funding is inadequate to meet our mission objectives
present real issues for this organization and must be considered in any overarching review of IRS
operations and risks. If we do not have funds to invest in our people in terms of recruiting new
talent and sufficiently training our existing staff, as well as investing in the technology necessary
to continue to build on the modernization efforts delivered over the last several years, there is no
question that our service levels will suffer.

Confronted with the current reality of declining budgets, the IRS has already taken numerous
steps to reduce our cost of doing business. Beginning more than two years ago, the IRS began
putting into place new guidance and controls to create additional efficiencies in routine
operations, in order to ensure minimal impact to the delivery of our core mission. Specific
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actions that the IRS has taken to achieve greater cost savings and efficiencies fall into several
major areas, including the following:

Personnel
e InFY 2011, a hiring policy started that allowed hiring only on an exception basis, requiring
approval by the Deputy Commissioners.
« Buyouts were offered to 7,000 employees in FY 2012, with 1,244 employees accepting the
offers.
o Full-time staffing at the IRS has declined by more than 8% over the last two years — about
8,000 positions.

Travel and training
o The IRS limited employee travel and training to mission-critical projects beginning in FY
2011. Training travel alone has been reduced by $83 million from FY 2010 to FY 2012.
o The IRS has expanded the use of alternative delivery methods for in-person meetings,
training, conferences, and operational travel. The IRS estimates that, by the end of FY
2013, training costs will have been reduced by about 83% and training-related travel costs
by 87% when compared to FY 2010 levels.

Space optimization

e InMay 2012, the IRS announced a sweeping office space and rent reduction initiative that
over two years is projected to close 43 smaller offices and reduce space in many larger
facilities. Once complete, the initiative will slash IRS office space by more than 1 million
square feet.

o The IRS continues to find innovative ways to do more with existing space, such as
developing new workspace standards to decrease individual office size, as well as enhancing
telework opportunities for our staff.

Printing and postage

o InFY 2011, the IRS eliminated the practice of mailing tax form packages to taxpayers at the
beginning of the filing season. Taxpayers are now directed to IRS.gov for the tax forms
they need.

o All non-campus IRS employees have been converted to paperless Earnings and Leave
statements.

These have been successful efforts to try to maintain our levels of service while absorbing the
budget reductions we have experienced. However, there are risks associated with such dramatic
reductions in resources in such a short period of time. For example, as part of our recent
workforce attrition, staffing for key enforcement occupations fell by 5,000 during the last two
years, and, in the past year, enforcement positions declined by more than 1,300 jobs — a nearly
6% reduction. There are limits to the efficiencies we can absorb without negative ramifications
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on our ability to fulfill our mission in the manner expected of us by the public. If we are not
allowed to invest in future priorities, such as through strategic hiring, critical training, and
targeted innovations in information technology, we will undoubtedly see a degradation in
taxpayer service that adds risk to our voluntary compliance program, as well as a reduction in
returns in the area of enforcement revenue, thereby further eroding government receipts. We
will also lose critical institutional knowledge and compromise overall productivity if we fail to
replace departing staff and inhibit our ability to recruit and grow the future leaders of the IRS.

Given the seriousness of our budget situation, and the uncertainty about the prospects for funding
increases in the near future, we must be dedicated to investing every dollar entrusted to us by the
public in a wise and prudent manner. Simply put, we have no room for unnecessary expense in
the IRS. Moreover, we have also begun to revisit policies that may have been considered
appropriate in the past but that are no longer fiscally prudent given our current constraints.

In this regard, we benefit from the fact that TIGTA is also on the lookout for inappropriate or
unnecessary spending across the IRS that should be eliminated. Two TIGTA reviews, one
included in a recently released report on training and conferences and another ongoing review on
executive travel, have resulted in further opportunities to assess expenses, identify opportunities
for change, and issue new policies where appropriate to further constrain spending. In both of
these instances we have initiated policy changes to eliminate the kinds of expenditures that are
no longer appropriate for the IRS.

On May 31, 2013, TIGTA issued a report on a conference held for managers in the Small
Business / Self-Employed Division in Anaheim, California in 2010.° The report highlighted a
number of management lapses that led to wasteful spending of taxpayer dollars. Many of these
failures reflected a lack of judgment that, unfortunately, was not uncommon across the Federal
Government in the years leading up to 2010 when this conference took place. We are pleased to
report that, under the leadership and direction of the Department of the Treasury, the IRS has
been aggressive in changing its business practices in this area, taking a completely new approach
to training and conferences since that time. In fact, through FY 2012, the IRS reduced its annual
spending on training and conferences sessions with more than 50 travelers by more than 80%
since FY 2010. New procedures and management oversight structures are now in place at the
IRS in this area, and we are confident that an event like the one referenced in the TIGTA report
would not occur at the IRS today.

Another example in which work by TIGTA is informing our thoughts on management processes
at the IRS is an ongoing review on the topic of executive travel. Based on details that have
materialized through the course of this audit, we have come to conclusions regarding a long-
standing IRS policy on executive travel that we believe is no longer appropriate in our current

° Review of the August 2010 Small Business/Self-Employed Division’s Conference in Anaheim, California, Treasury
Inspector General for Tax Administration. Reference Number 2013-10-037. May 31, 2013.
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fiscal environment. TIGTA has examined how the IRS defines an individual’s Post of Duty
(POD) location, and our practice with a number of senior executives who have been permitted to
reside in the location of their POD, but travel to another location to conduct their principal work.
A few of IRS’s senior executives have been operating in this mode for a number of years,
receiving reimbursement for air travel, lodging, and per diem costs while traveling to their
regular work location. It is important to note that this practice has been within permissible
guidelines in the Federal Travel Regulation and with appropriate approvals from IRS senior
management. In fact, those executives who have been commuting in this fashion more than six
months of the year do so in a Long-Term Taxable Travel status and pay income taxes on a
portion of their travel reimbursement. However, in the tight fiscal environment in which we find
ourselves, and at a time where the entire IRS population is experiencing furloughs, the practice is
no longer an appropriate use of scarce funds, and we have put a new policy into place that will
no longer support this practice in the future.

Our immediate challenge in implementing this new policy is that a number of senior and critical
members of our executive team are participants in this program, and an immediate halt to the
current practice without a reasonable transition period would be unacceptably disruptive to an
organization that is already undergoing significant organizational and leadership adjustments.
To that end, we will facilitate the transition in a responsible way that does not introduce
unnecessary short-term risks to the agency and allows a reasonable, yet limited, transition period
to the new policy for the current executives.

Budgetary risks exist throughout the IRS, and it is incumbent on all of our managers and staff to
protect every dollar as much as possible. Where we find opportunities to reduce costs, we will
take them. We cannot afford any unnecessary expenditures when so much is at risk in terms of
our ability to maintain the necessary level of service, our ability to invest in high-return
innovations, and our ability to effectively implement our highest priority programs.

Human Capital Challenges

We have made a number of references in this Report to how critical the IRS workforce is in
fulfilling our mission, which includes the objective to make improvements across the IRS
whenever necessary. In spite of extensive modernization and automation deployed at the IRS
over the years, we are still fundamentally a “people organization.” Nearly 75% of our budget
goes to human resources. People execute and oversee our processes. They are our primary
source of mission accomplishment and our first line of defense against inappropriate behavior.
Typically they help mitigate risks, but if not adequately trained, they can also create risk on
behalf of the IRS.

We have already discussed the importance of effective leadership as a fundamental necessity for
successful execution of any organizational mission. When that leadership is ineffective, as it was
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in the case of the management associated with the processing of applications for tax exempt
status, then changes need to be made. The actions we have taken in this regard further
emphasize the importance we put on having effective leaders in place as essential for successful
outcomes in performance.

The various business units of the IRS are led by highly experienced and talented leaders, many
of whom have spent 20 or more years dedicated to fulfilling the mission of the IRS. In fact, one
of our primary risks is that many of our most valuable leaders are eligible for retirement. We
also have several talented leaders in place in newly assigned positions, but they are only in
Acting status, and thus we require long-term solutions for these positions. Re-establishing
stability at all levels of leadership within of the organization is a top priority as we lead the IRS
and its workforce beyond the current set of challenges.

We also recognize that these have been difficult times for our overall workforce, more than 99%
of whom had nothing to do with the actions related to the processing of applications for tax
exempt status. The IRS workforce, which is also undergoing furloughs, has also had to absorb
additional work as new legal and regulatory requirements continue to be assigned to the IRS,
often without additional resources, and during a period in which a hiring freeze has limited the
ability to bring in additional staff to support the additional workload. Our entire leadership team
must actively engage with our staffs during these difficult times, providing them the support they
need to effectively fulfill their duties.

We also see this point in time as a “back-to-basics” opportunity to remind our employees why
we are here and what our fundamental role is, as well as the core elements of our Mission
Statement, our values, and our overall responsibilities. To this end, we are preparing to design
and deliver universal, mandatory training on many of these core principles. When employees
join the IRS, they must go through an on-boarding process that emphasizes the critical
responsibilities we have on behalf of the public, and the ethics to which we must adhere each and
every day. We also learn upon entry about a number of key elements of internal controls and our
collective responsibility to adhere to these systemic and behavioral guidelines that minimize the
risk of inappropriate behavior from occurring. We further communicate the basics about what to
do when inappropriate behavior is observed and how to address issues before they expand into
highly impactful situations. This includes elevating issues to the appropriate levels of
management and to the National Taxpayer Advocate when solutions are not forthcoming in a
timely fashion. It is these elements that keep us on the right path, especially when confronted
with challenging situations for which competing perspectives may make decision-making
difficult. Adherence to these values, principles, and behaviors is evident throughout the IRS,
embedded in the daily actions of the vast majority of our workforce. However, it is appropriate
to be routinely reminded of the core values on which decisions must be made, and the
institutional aids and protections that are available to assist when confronted with the issues and
concerns we face today.
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The training we are preparing will be a combination of these elements, representing a conscious
attempt to remind our workforce of these responsibilities and specific guidelines on how best to
achieve them on a daily basis. We will begin with instructor-led training for all of our executives
and front-line managers, and then transition to online training that will be required for our entire
workforce. We have established the following timeline for the creation and delivery of this
critical set of training:

e Creation of instructor-led training material: August 31, 2013
e Delivery of instructor-led training (regionally and/or via video) to

senior executives and managers: September 30, 2013
e Adaptation of training material for online utilization: September 30, 2013
e Completion of online training by entire IRS workforce: December 31, 2013

For much of the IRS population, this training will primarily represent reminders for behaviors
that they already exhibit on a daily basis. Nevertheless, we believe they are important reminders
to ensure we remain grounded in these principles and continue to adhere to them on a consistent
basis throughout the entire IRS community.

Mission Complexity

As mentioned in Section 2 of this Report, the IRS does not make the nation’s tax laws. Rather,
we administer and enforce them. However, a review of IRS mission execution must entail some
review of IRS mission complexity. A few facts from the 2012 Annual Report to Congress from
the National Taxpayer Advocate' are helpful in framing this discussion:

e “A search of the [Internal Revenue] Code conducted using the ‘word count’ feature in
Microsoft Word turned up nearly four million words.

e Individual taxpayers find return preparation so overwhelming that about 59% now pay
preparers to do it for them. Among unincorporated business taxpayers, the figure rises to
about 71%.

e According to a TAS analysis of IRS data, individuals and businesses spend about 6.1
billion hours a year complying with the filing requirements of the Internal Revenue Code.
And that figure does not include the millions of additional hours that taxpayers must
spend when they are required to respond to IRS notices or audits.

e Despite the fact that about 90% of individual taxpayers rely on preparers or tax software
packages, the IRS received more than 115 million calls in each of the last two fiscal
years.”

'° The data in this section can be found in: National Taxpayer Advocate, 2012 Annual Report to Congress (Volume
One). December 31, 2012.
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The data point that may be the most relevant to this question of the ongoing challenge facing the
IRS in terms of its ability to execute its mission is that, according to this same report from
December 2012 by the National Taxpayer Advocate, “there have been approximately 4,680
changes to the tax code since 2001, an average of more than one a day.” The IRS has a long
history of successfully meeting these challenges. For example, substantial tax law changes were
enacted as late as January 2, 2013, just before the IRS would normally begin accepting e-filed
returns. IRS staff worked quickly and diligently to make the changes to systems and forms
necessary to open what turned out to be another successful tax filing season. Similar examples
of rapid adjustment to emerging requirements can be found throughout the history of the IRS,
and we will continue to always strive to respond to new requirements in an efficient and effective
manner. Nevertheless, a review of the overall challenges faced by the IRS with respect to
mission execution must recognize that this constant change in the tax code makes its
administration more difficult for the IRS and the public. This is especially true for the IRS ata
time of dramatically decreased funding, reduced staff, and major new requirements that continue
to add to the complexity of our mission.

Better Early Warning Systems Needed

All organizations face challenges. A leadership imperative is to establish the ability to quickly
and accurately identify those challenges and put solutions into place long before they turn into
operational issues. One of the most critical failures identified in the TIGTA audit is the timeline
associated with how long issues were allowed to persist without management engagement to
resolve them. It has become clear that part of these inexcusable delays resulted from inadequate
mechanisms put in place to alert various levels of senior management to the presence of
inappropriate criteria, the growing backlog, and the dissatisfaction by the applicants for tax
exempt status. The performance measures in place failed to highlight these emerging risks, and
the communication flow up and down the chain of command from staff to senior management
failed to effectively convey these circumstances. To address these failures, and enhance
protocols that already exist in other units across the IRS, we are initiating a number of actions to
establish a risk-based “early warning system” that will focus on many of the potential risks
discussed in this section of this Report.

There are three specific elements that will comprise these current efforts:

o Establishing a robust Enterprise Risk Management Program;

e Strengthening the IRS-wide Performance Management System; and

¢ Enhancing communication flow to all layers of management, up to and including the IRS
Commissioner’s office.
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Establishing a Robust Enterprise Risk Management Program

Large and complex organizations such as the IRS are always under threat of risks — large and
small, strategic and tactical — presenting the potential to dramatically affect performance in both
mission delivery and operational support. The recent failures that occurred with respect to
applications for tax exempt status highlight the need to evaluate how risks are identified,
prioritized, evaluated, and mitigated across the IRS enterprise. A robust Enterprise Risk
Management (ERM) Program is being established that will:

e Provide clear lines of sight into key risks and related controls;

e Determine what risk areas could negatively affect the IRS’s ability to carry out our
mission;

o Identify resources, processes, policies, and procedures needed to proactively manage risk;

e Create awareness and leverage any existing risk management infrastructure in the
operating units;

e Provide a coordinated and common framework for capturing and reporting risk
information; and

o Share risk mitigation practices across the IRS.

We will establish a risk office, governance structure, policies, procedures, tools, and training
needed to carry out the ERM program.

Our ERM program will be led by the Chief Risk Officer, a position established in late May 2013
as one of the first acts of the new Principal Deputy Commissioner of the IRS. This new position
is strategically placed at the top of the organization to assist the Commissioner and the Deputy
Commissioners in identifying and mitigating risks before they evolve into significant issues, as
well as providing transparency to these risks to our oversight stakeholders such as the IRS
Oversight Board and our authorizing committees in Congress. The Chief Risk Officer will also
be a central player in addressing some of the key risks that emerged from the TIGTA report and
that have potential implications across the entire IRS. To fill this role, we have appointed David
Fisher, who will also serve as a Senior Advisor to the Commissioner. Mr. Fisher formerly
served as the Chief Administrative Officer / Chief Financial Officer at the Government
Accountability Office, responsible for all internal operations at the nonpartisan Congressional
watchdog.

The goal of the ERM program is not to achieve zero risks. Rather, the objective is to have a
program in place that can properly identify and assess risks, and provide senior management the
information necessary to make sound decisions, with risk being one of the core elements of the
decision-making framework. Our new Chief Risk Officer has already begun evaluating many of
the elements of risk management currently in place throughout the IRS. He will be synthesizing
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that information with best practices utilized at other organizations of similar size and complexity
to formally establish a robust Enterprise Risk Management program at the IRS.

Finally, it is important to note that risk management cannot be an isolated function. It requires a
seat at the table with the most senior executives in the organization, where enterprise-level risks
can be identified, assigned for action, and monitored for success or further mitigation. The IRS
Chief Risk Officer will be responsible for implementing such a program, but will do so in
collaboration with the business owners in order to yield the kind of results that will bring
transparency to critical organizational risks and provide the opportunity to mitigate them long
before they have negative impacts on the IRS.

Strengthening the IRS-wide Performance Management System

The foundations for an effective performance management system are establishing the right
metrics, at the right time, in the hands of the right people. It is apparent that the IRS maintains a
robust set of measures that track performance at many levels of the organization. It is also clear
that there is room for improvement. For example, despite all of these metrics, early warning
signs were not sufficient to enable IRS management and senior leadership, including the IRS
Commissioner’s Office, to detect the inappropriate criteria and growing backlog associated with
the processing of applications for tax exempt status for an extended period of time.

The fundamental purpose of a performance management system is to provide management with
insight into deviations from expected and planned performance. When performance exceeds
plan, it is an opportunity to understand and share good practices. When performance is below
plan, it should provide alerts for prompt corrective actions before unacceptable levels of activity
are allowed to persist. In particular, the use of leading indicators that can inform an organization
of potential problems before performance is impacted. Moreover, the selection of the right
metrics is far more important that the sheer volume of measures that may be tracked. In fact,
greater quantity of measures can sometimes overwhelm the system, thereby inhibiting proper
risk analysis when buried in too many numbers and graphs.

Some potential metrics that could have been helpful in this particular case, include:

e Comprehensive aging of inventory backlog of applications received yet not
resolved
o The EO unit did track aged inventory, as do most IRS organizations, but
not at a level of detail that would provide sufficient insight into the rapidly
evolving nature of the growing backlog of 501(c)(4) applications;
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e Frequency with which senior managers review work product and criteria
established for evaluation purposes, with a particular focus on those work
products that represent the greatest risks to the IRS; and

e Number of Congressional inquiries on a particular topic.

o While this is clearly a lagging indicator, it is another mechanism in which
to draw attention to significant risks for senior management.

Getting performance information into the right hands is also critical. The current performance
measurement system is designed for the IRS Commissioner to receive formal performance
briefings only from the offices that report directly to the Commissioner’s Office. This includes
offices such as Appeals, the Office of Research, Analysis and Statistics, and the Taxpayer
Advocate. By contrast, the key tax administration business units (Wage and Investment, Small
Business / Self-Employed, Large Business and International, and Tax Exempt / Government
Entities) conduct their performance reviews with the Deputy Commissioner for Services and
Enforcement, while the Chief Officers do the same with the Deputy Commissioner for
Operations Support. These reviews are currently conducted on a quarterly basis. While the
reviews have consistently generated positive outcomes, our current circumstances require
adjustments to these practices, with reviews to be performed on a more frequent basis and with
more direct involvement by the Commissioner.

To strengthen our performance management system, the new IRS Chief of Staff, in conjunction
with the IRS Deputy Commissioners and our new Chief Risk Officer, will perform a
comprehensive review of the performance measures in place today at the IRS. This process will
be done in two phases. We will immediately begin monthly performance reviews for the IRS
Commissioner with the four tax administration units, with a program that streamlines the
quarterly process currently in place. For the longer term, we have directed that this review be
focused on risk-oriented indicators, and if gaps are found with our current measures in this
regard, they are to further evaluate the means by which new measures can be established that
will provide more timely and useful insight into these important risk areas. We expect this
review to be concluded by the end of the fiscal year, and to include recommendations on how to
adjust our performance measurement system under the guise of a risk-based early warning
system, thereby providing senior management with the visibility to emerging systemic risks long
before they materialize on a widespread basis.

Enhancing Communication Flow to All Layers of Management

As indicated in this Report, the timeline in the TIGTA report indicates extensive delays in
processing and inappropriate treatment of taxpayers applying for tax exempt status, apparently
with no or limited knowledge by senior management. This lack of awareness was not only a
failure to communicate from the bottom-up, but also a failure on behalf of senior management to
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remain aware of what was going on in their units of responsibility. Managers are there to
manage and solve problems, yet they cannot do so without knowledge of the situation,
highlighting an imperative for effective communication that must exist at all levels of the
organization. We must understand the nature of impediments to effective communication flow at
the IRS, and mitigate the risks that ensue by implementing solutions for improvement in this
regard.

Our ability to effectively manage the IRS and maintain the commitments in our Mission
Statement will be strongly influenced by our ability to overcome the barriers to effective
communication and issue escalation within the management ranks of the IRS. One of the
cultural aspects of the IRS, like many large institutions, is that individual business units are
motivated to solve their own problems. While this can often lead to positive results, many IRS
business units have historically been reluctant to elevate issues, at least in part, out of concerns of
being perceived as somehow failing to fulfill their duties. This is a cultural element that needs to
change. Front-line staff members and management must be comfortable elevating issues without
concern of negative repercussions. Training is needed for both staff and management to
overcome this cultural barrier to effective communication. The new IRS Chief of Staft will work
with the IRS Senior Executive Team to understand the nature of this challenge and provide
recommendations to the IRS Commissioner’s Office on how to change this pattern of behavior.

Our risk-based approach to performance measures described above will also play a role in our
improved effectiveness in communication throughout the organization. As we select these risk-
based measures, they will assist in helping the IRS management team to become more
accustomed to the kinds of risks that require escalation and collaboration. Transparency and
frequency of results from these strategically identified risk-based measures will provide a
platform to engage in mutual recognition of evolving risks for front-line managers, senior
executives, and the oversight community with which we will share these results. Effective
communication amongst and between these responsible parties must be a part of any solution to
improve the IRS’s ability to quickly and effectively address issues before they materialize on a
grand scale.

Major issues, such as the ones experienced with applications for tax exempt status, cannot be
allowed to persist without knowledge of and the opportunity for intervention by senior
management. This is a risk area for the IRS that requires immediate attention and long-term
solutions, with a clear focus on transparency and a willingness to communicate up and down the
management chain.

Transparency with Critical Oversight Organizations

External stakeholder organizations provide the IRS with an invaluable function of guiding us to
the right outcomes and approaches in fulfilling our mission. Therefore, our improvement plans
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must include greater input and involvement of our oversight organizations, beginning with
Congress. One of our failures in relation to the application process for tax exempt status was not
only that the IRS did not properly inform Congress about the issues as they were occurring, but
that we failed to do so even after Congressional committees specifically began asking questions
on the topic. As we develop early warning systems, enhance communication, and establish
additional policies and reviews, it will be our commitment to inform our authorizing committees
in Congress about our plans and results. We further commit to inform these committees when
we identify significant deviations in performance or expectations. Finally, it will be our
commitment to collaborate with these committees on solutions to problems, sharing ideas and
listening to suggestions, and not trying to problem-solve in isolation but rather embracing a more
open exchange of ideas.

Another external entity that can provide similar oversight and insight across this spectrum of
challenges is the IRS Oversight Board. The Board was created by the IRS Restructuring and
Reform Act of 1998, which was enacted to improve the IRS so that it may better serve the public
and meet the needs of taxpayers. The Oversight Board is a nine-member independent body
charged with overseeing the IRS in its administration, management, conduct, direction, and
supervision of the execution and application of the internal revenue laws and to provide
experience, independence, and stability to the IRS so that it may move forward in a cogent,
focused direction.

The Board has informed the IRS Commissioner’s Office that it recently established a Risk
Committee, to focus and enhance the oversight that it provides. The Risk Committee charter is
under development, with an emerging expectation that it will focus on monitoring a number of
risk categories, such as some of the following:

e Fair and impartial treatment to all taxpayers;

e Timely, accurate, and professional customer service to taxpayers;

e Taxpayer information is safe from inappropriate disclosure;

e The Service manages its costs in a manner that optimizes taxpayer resources;

e Major initiatives are effectively managed and executed to achieve expected results;

e The Service has the appropriate human resources in place to sufficiently meet the needs
of fulfilling the IRS mission; and

o The effective enforcement of the U.S. tax laws and regulations.

The establishment of this committee fits with our vision of elevating the management of risks
across the IRS through a new Enterprise Risk Management program. Moreover, these risk
categories are consistent with many of the findings and needs identified in this Report. We look
forward to close collaboration with this committee, and the Oversight Board in general, as we
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fulfill our responsibilities to ensure that the IRS is operating in an efficient and effective manner
that yields positive results.

To sum up this initial review, it is clear that the IRS is a large, complex, and essential enterprise,
responsible for a critically important mission on behalf of the public. But with that scale and
complexity comes inherent challenges. Our new leadership team is focusing on these challenges
and on aligning our resources to address them with greater openness and transparency, enhanced
internal communication, and greater engagement with our external oversight bodies. We
anticipate that many of these actions will validate that existing processes are effective and
provide confidence for robust mission execution. Where opportunities for improvement are
identified, we will have enhanced processes in place to execute those improvements. These
actions are designed to sustain the trust with the American people and to allow us to fulfill our
critically important mission.
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Concluding Thoughts

This Report represents an initial review and action plan. We had a series of failures in the
process for review of tax exempt applications, and we are moving quickly to address them. We
have made a number of changes already, more are in the works, and more will develop as we
learn additional information. We are also moving aggressively to identify any other risks that
might exist throughout the IRS, and we are putting procedures into place to bring them to light
sooner, with a commitment to transparency to share what we find with all relevant stakeholders,
including the oversight community.

Our external outreach efforts will continue as we look to implement the aggressive program that
has been put forth in this Report. These are our ideas and plans, but we are now looking for
feedback. We have identified specific actions we are taking in this Report, but we also raise
questions. Those questions deserve further dialogue amongst key external stakeholders and the
public, and we will be listening for input.

The IRS is committed to correcting its mistakes, holding people accountable, and establishing
control elements that will help us mitigate the risks we face. The people of the IRS are
committed to the principles of our Mission Statement, which calls for us to operate with integrity
and fairness to all. We serve a vital purpose for this country, and we need to earn and maintain
the trust of the public in order to accomplish that mission. We are firmly moving in that
direction, and we will continue to report on our progress on a regular basis as we fulfill our
commitments.
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Appendix A
The “Douglas Factors”

(1) The nature and seriousness of the offense, and its relation to the employee’s duties, position, and
responsibilities, including whether the offense was intentional or technical or inadvertent, or was
committed maliciously or for gain, or was frequently repeated;

(2) The employee’s job level and type of employment, including supervisory or fiduciary role, contacts
with the public, and prominence of the position;

(3) The employee’s past disciplinary record;

(4) The employee’s past work record, including length of service, performance on the job, ability to get
along with fellow workers, and dependability;

(5) The effect of the offense upon the employee’s ability to perform at a satisfactory level and its effect
upon supervisors’ confidence in the employee’s work ability to perform assigned duties;

(6) Consistency of the penalty with those imposed upon other employees for the same or similar offenses;
(7) Consistency of the penalty with any applicable agency table of penalties;
(8) The notoriety of the offense or its impact upon the reputation of the agency;

(9) The clarity with which the employee was on notice of any rules that were violated in committing the
offense, or had been warned about the conduct in question;

(10) The potential for the employee’s rehabilitation;

(11) Mitigating circumstances surrounding the offense such as unusual job tensions, personality
problems, mental impairment, harassment, or bad faith, malice or provocation on the part of others
involved in the matter; and

(12) The adequacy and effectiveness of alternative sanctions to deter such conduct in the future by the
employee or others.

6/14/2013 4:37 PM
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Appendix B: “Be on the Lookout” (BOLO) Process Update Memo (May 17, 2012)
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

May 17, 2012
MEMORANDUM FOR MANAGER, EO DETERMINATIONS

FROM: Holly Paz /s/ Ay 7y
Director, EO Rulings and Agreements

SUBJECT: Be On the Look Out (BOLO) Spreadsheet

The purpose of this memorandum is to set forth the procedures to be used with regard
to the Be On the Look Out (BOLO) spreadsheet.

Abusive Transactions and Fraud Issues, Emerging Issues, and Coordinated
Processing’ cases will all be tracked on a single combined Be On the Look Out (BOLO)
spreadsheet.

(@)  The spreadsheet is maintained to enable EO Determinations specialists to be
informed about the current status of abusive transactions and fraud issues, emerging
issues, coordination, and watch issues, and to process cases in a consistent manner.

(b)  Abusive Transactions and Fraud Issues, Emerging Issues, and Coordinated
Processing will each occupy a separate tab of the spreadsheet.

(c) A fourth tab, the “Watch List” will list recent developments such as changes in the
law, current events, or specific issues that EO Determinations management believes
has the potential to impact the filing of applications.

The Emerging Issues coordinator will maintain the combined spreadsheet including:

(a)  Creating original entries for new emerging issues and entering them on the
appropriate tab of the spreadsheet.

(b)  Creating original entries for new coordinated processing cases and entering them
on the appropriate tab of the spreadsheet.

(c) Receiving issue updates from the abusive transaction and fraud group and
entering them on the appropriate tab of the spreadsheet.

' Coordinated Processing cases are cases that present similar issues and thus are to
be handled by a single team or group in order to facilitate consistency.
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(d) Receiving “Watch List” updates from senior management and entering them on
the appropriate tab of the spreadsheet.

(e) Updating the spreadsheet as necessary.

All original entries and updates to the BOLO must be approved by the group manager of
the Emerging Issues Coordinator. The group manager of the Emerging Issues
Coordinator must obtain the approval of the Manager, EO Determinations to all original
entries and updates to the BOLO. The Manager, EO Determinations must obtain the
approval of the Director, EO Rulings & Agreements to all original entries and updates to
the BOLO.

Only after the approval of the group manager of the Emerging Issues Coordinator, the
Manager, EO Determinations and Director, EO Rulings & Agreements have been
obtained will EO Determinations groups be notified of new or updated Watch List items,
Potential Abusive Transaction and Fraud Issues, Emerging Issues, and Coordinated
Processing cases through single e-mail alerts. The Emerging Issues coordinator is
responsible for issuing all e-mail alerts after all of the required approvals have been
obtained.

The most recent updated copy of the spreadsheet will be posted on the EO
Determinations shared drive folder.

The content of this memorandum will be incorporated in IRM 7.20.4.
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Appendix C: Memo Suspending use of BOLO Lists (June 20, 2013)
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DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

TAX EXEMPT AND
GOVERNMENT ENTITIES
DIVISION

June 20, 2013
Control No: TEGE-07-0613-06
MEMORANDUM FOR MANAGER, EO DETERMINATIONS

FROM: Karen Schiller
Acting Director, EO Rulings and Agreements

SUBJECT: Interim Guidance on the Suspension of BOLO List Usage

Effective immediately, the use of watch lists to identify cases or issues requiring
heightened awareness is suspended until further notice, with the exception of
categories or cases required to be identified by Criminal Investigations, Appeals, or
other functional divisions for the purposes of preventing waste, fraud and abuse. This
includes the Be on the Lookout (BOLO) list and the TAG (Touch and Go) monthly alerts
as defined in IRM 7.20.6.3.

These lists were used to identify potential issues or cases that required heightened or
coordinated efforts. They involved cases with potential terrorist connections, abusive
transactions, fraud issues, emerging issues, coordinated processing1 and watch-out
cases to allow for more consistent treatment of similarly situated taxpayers.

EO Rulings and Agreements is undertaking a comprehensive review of screening and
identification of critical issues. We intend to develop proper procedures and uses for
these types of documents. Until a more formal process for identification, approval and
distribution of this type of data is established, Rulings and Agreements will not use this
technique to elevate issues. All efforts will be made to provide a balance between
ensuring taxpayer privacy and safeguards and ensuring consistent treatment in cases
involving complex or sensitive issues.

Specialists should follow the instructions in IRM 7.20.1.4 regarding cases requiring
transfer to EO Technical, as well as IRM 7.20.5.4 regarding cases requiring mandatory
review prior to closing. All EO Determinations Specialists and Screeners will continue
to check the names of organizations and individuals referenced in the case against the
Office of Foreign Asset Control (OFAC) list. If the specialist identifies an emerging issue
or one that might require special handling, he or she should discuss the case with his or
her manager, who in turn will elevate the issue.

" Coordinated processing cases are ones that present similar issues and thus are to be
handled by a single team or group in order to facilitate consistency.
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Appendix D: Revenue Rulings 2004-06 and 2007-41
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BUREAU OF LABOR STATISTICS. DEPARTMENT STORE
INVENTORY PRICE INDEXES BY DEPARTMENT GROUPS
(January 1941 = 100, unless otherwise noted)

Percent Change
Nov. Nov. from Nov. 2002
2002 2003 to Nov. 2003’

1. Piece Goods ......... 4733 480.5 1.5
y Domestics and Draperies 5713 548.6 -4.0
3 Women's and Children 652.4 6408 0.4
4. Men's Shoes . £99.2 8453 6.0
5. Infants” Wear .. 6227 5083 -39
6. Women's Underwea 551.8 5142 6.8
T Women's Hosiery .. 3453 3433 0.6
8. Women's and Girls" Accessories ..., 550.1 555.8 -0.6
9. Women's Outerwear and Girls’ Wear 3735 3757 0.6
10, Men's Clothing . . Vi 572.1 5405 -4
11. Men's Furnishings e 603.6 5083 0.9
12, Boys' Clothing and Furnishings .. .....__.. 461.3 451.0 -22
13, Jewelry.. 871.7 66,5 0.6
14, Notions . i 793.1 7972 0.5
15, Toilet Articles and Drugs 9725 976.2 0.4
16, Furniture and Bedding ................... 6222 6129 -L5
17.  Floor Coverings G006 5945 -1.0
18 7386 7126 -35
149, li 2216 2100 52
20.  Radio and Television. . ......ooooivneans 415 443 -6.7
21, Recreation and Education® 4.6 322 =28
22, Home Improvements*. 1252 1249 -0.2
23 Automotive Accessori 1.7 120 0.3
Groups [-15: Soft Goods ... 5759 567.7 -14
Groups 16-20: Durable Gooq 404.5 3889 -39
Groups 21-23: Misc. Goods® 95.4 93.9 <16

Stone OIS 444 oot Sosiia oo s SRR ST S s it 513.0 503.1 19

! Absence of a minus sign before the percentage change in this column signifies a price increase,

2Indexes on a January 1986 = 100 base.

*The store total index covers all departments, including some not listed separately, except for the following: candy, food, liquor,

tobacco and contract departments.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Michael Burkom of the Office
of Associate Chief Counsel (Income Tax
and Accounting). For further informa-
tion regarding this revenue ruling, contact
Mr. Burkom at (202) 622-7924 (not a
toll-free call).

January 26, 2004

Section 527.—Political
Organizations

26 CFR 1.527-2: Definitions.
{Alse § 501}

Public advocacy; public policy issues.
This ruling concerns certain public advo-
cacy activities conducted by social wel-
fare organizations. unions and trade asso-
ciations, The guidance clarifies the tax im-
plications of advocacy that meets the defi-
nition of political campaign activity.

Rev. Rul. 2004-6

Organizations that are exempt from fed-
eral income tax under § 501(a) as organiza-

328

tions described in § S00{c)(4), § 501{cH5),
or § 501(c)(6) may, consistent with their
exempt purpose, publicly advocate posi-
tions on public policy issues. This advo-
cacy may include lobbying for legislation
consistent with these positions. Because
public policy advocacy may involve d
cussion of the positions of public offic
‘who are also candidates for public office,
a public policy advocacy communication
may constitule an exempt function within
the meaning of § 527(e)}2). If w0, the or-
ganization would be subject to tax under
§ 527(f).

2004-4 |.R.B.



IS5UE

In each of the six situations described
below, has the organization exempt from
federal income tax under § 501{a) as an
organization described in § S01¢cH4).
§ 501(cH3). or & 501(cH6) that engages
in public policy advocacy led funds

71

from Federal income tax except on their in-
vestment income.

Section 527(e)( 1) defines a political or-

as a party, AsSOCin-

tion, fund or other organization (whether

or not incorporated), organized and oper-

ated primarily for the purpose of accept-

for an exempt function as deseribed in
§ 527(e)2y?

LAW

ing or making expend
or both, for an exempt function.

Section 527(e)(2) provides that the term
“exempt function” for purposes of § 527
means the function of influencing or at-

ing to infl the selection, nom-

Section 501(c)4) p I
from taxation for civic leagues or organi-
zations not organized for profit, but oper-
ated exclusively for the promotion of so-
cial welfare,

Section L.501ic)(4)-1 of the Income

ination, election, or appointment of any
individual to any Federal, State, or local
public office or office in a political organ-
ization, or the election of Presidential or
Vice-Presidential electors, whether or not
such i | or electors are selected,

Tax Regulations states an organization is

operated exclusively for the p ion of
social welfare if it is primarily engaged in

elected, or apy By its
terms, § 527(e)(2) includes all attempts to

promoting in some way the
and general welfare of the people of the
community.

Section 301(c)(5) provides exemption
from taxation for labor, agriculural, or
horticultural organizations,

Section 1.501(c)i5)=1 requires that la-
bor. agri or horti gani
tions have as their objects the betterment
of the conditions of those engaged in such
pursuits, the improvement of the grade of
their products, and the development of a
higher degree of efficiency in their respec-
tive occupations.,

Section 301(c)(6) provides exemption
from taxation for business leagues, not or-
ganized for profit and no part of the net
earnings of which inures to the benefit of
any private shareholder or individual.

fl the sel elec-
tion, or appointment of the described offi-
cials.

Section 327(f)(1) provides that an or-
ganization described in § 501(c) and ex-
empt from tax under § S01(a) is subject
to tax on any amount expended for an ex-
empt function described in § 527(e)(2) at
the highest tax rate specified in § 11(b).
The tax is imposed on the lesser of the net
investment income of the organization for
the taxable year or the amount expended
on an exempt function during the taxable
vear. A § 501(c) organization is taxed un-
der § 527()(1) only if the expenditure is
from its general treasury rather than from
a separate segregated fund described in
§ 527(0(3).

Section 527(F)(3) provides that if an or-

ization described in § 501ic) and ex-

Section L501{c)(6)}-1 p s that a
business league is an association of per-
somns having some common business inter-
est, the purpose of which is to promote
such common interest and not to engage in
a regular business of a kind ordinarily car-
ried on for profit. A business league’s ac-
tivities should be direcied to the improve-
ment of business conditions of one or more

empt from tax under § 501(a) sets up a sep-
arate segregated fund (which segregates
monies for § 527(ep2) exempt function
purposes) that fund will be treated as a
separate political organization described in
§ 527 and, therefore, be subject o tax as a
political organization under § 527.
Section 527(i) provides that, in order to
be pt. a political organization is

lines of business as distinguished from the
performance of particular services for in-
dividual persons.

Section 527 generally provides that po-
litical organizations that collect and ex-
pend monies for exempt function purposes
as described in § 527(e)2) are exempt

2004-4 LR.B.

required to give notice that it is a polit-
ical organization described in § 527, un-
less excepled. An organization described
in § 501(c) that does not set up a sepa-
rate segregated fund, but makes exempt
function expenditures subject 10 tax under
§ 527(f) is not subject to this requirement.
§ S2T(H5HA).

329

Section 527(j) provides that, unless ex-
cepted, a tax-exempt political organiza-
tion that has given notice under § 527(i)
and does not timely make periodic reports
of contributions and expenditures, or that
fails 10 include the information required,
must pay an amount calculated by mul-
tiplying the amount of contributions and
expenditures that are not disclosed by the
highest tax rate. An organizati
described in § 501(c) that does not set up
a separate segregated fund, but makes ex-
empt function expenditures subject to tax
under § 527(F), is not subject to the report-
ing requirements under § 527(j).

Section 1.527-2(c)(1) provides that the
term “exempt fun, " includes all activ-
ities that are directly related to and support
the process of influencing or altempting 1o
influence the selection, nomination, elec-
tion, or appointment of any individual 1o
public office or office in a political organ-
ization. Whether an expenditure is for an
exempt function depends on all the facts
and circumstances.

Section 1.527-6(f) provides that an or-
ganization described in § 501(c) that is ex-
empt under § 501(a) may, if it is consistent
with its exempt status, establish and main-
tain a separate segregated fund to receive
contributions and make expenditures in a
political campaign.

Rev. Rul. 2003-49, 2003-20 LR.B.
903 (May 19, 2003), discusses the re-
porting and disclosure requirements for
political organizations in question and
answer format.  In Q&A-6, the ruling
holds that while a § 501(c) organization
that makes an expenditure for an exempt
function under § 527(¢}2) is not required
1o file the notice required under § 527(i), if
the § 501(c) organization establishes a sep-
arate segregated fund under § 527(0(3),
that fund is required to file the notice in
order to be tax-exempt unless it meets one
of the other exceptions (o 3

Certain brosdeast, cable, or satellite
communications that meet the definition
of “electioneering communications” are
regulated by the Bipartisan Campaign
Reform Act of 2002 (BCRA). 116 Stat.
&1, An exempl organization that violates
the regulatory requirements of BCRA may
well jeopardize its exemption or be subject
to other tax consequences.

January 26, 2004



ANALYSIS OF FACTUAL
SITUATIONS

An organization exempt from federal
income tax under § 301(a) as an organi-
zation described in § 501(c) that, consis-
tent with its tax-exempt status, wishes to
engage in an exempt function within the
meaning of § 327(e)(2) may do so with
its own funds or by setting up a separate
segregated fund under § 527(0(3). If the

i chooses 1© a sepa-
rate segregated fund, that fund, unless ex-
cepted. must give notice under § 527(i) in
order o be tx-exempl. A separate seg-
regated fund that has given notice under
§ 5270 is then subject to the reporting re-
quirements under § 527(j). See Rev. Rul.
200349, 1f the organization chooses o
use its own funds, the organization is not
subject 1o the notice requirements under

72

¢} The position of the candidate on the
public policy issue has been raised as dis-
tinguishing the candidate from others in
the campaign, either in the communication

primary activities are described in the ap-
propriate subparagraph of § 501(c); and

3. All advocacy communications de-
scribed also include a solicitation of con-
it 10 the izt

itself or in other public
and
f) The communication is not part of an

Situation [. N, a labor organization rec-
ognized as tax exempt under § 501(c)5),
d for the b of conditi

ongoing series of sukbx ially similar ad-
VOCACY by the

of law Senator

tion on the same issue,
In facts and circumstances such as those

A and Senator B l'l.“p’r;M.‘lll State L/ in the
United States Senate. In year 200x, N

described in the six si factors that

prep

and finances full-page newspa-

tend to show that an advocacy
cation on a public policy issue is not foran
exempt function under § 527(¢)(2) include,
but are not limited to, the following:

a) The absence of any one or more of
the factors listed in a) through f) above:

by The communication identifies spe-
cific legislation, or a specific event outside
the control of the organization, that the or-

§527(1) and the reporting req
der § 527(j). but is subject to tax under
& 527N 1) on the lesser of its investment
income or the amount of the exempt func-
tion expenditure,

All the facts and circumstances must be
considered to determine whether an expen-
diture for an advocacy communication re-
lating to a public policy issue is for an ex-
empt function under § 327(e)(2). When an
advocacy communication explicitly advo-
cates the election or defeat of an individual
o public office, the expenditure clearly is
for an exempt function under § 527(e)i2).
However, when an advocacy communica-
fion relating to a public policy issue does
not explicitly advocate the election or de-
feat of a candidate, all the facts and circum-
stances need to be considered (o determine
whether the expenditure is for an exempt
function under § 527(e}2).

In facts and circumstances such as those
described in the six situations, factors that
tend 1o show that an advocacy communi-
cation on a public policy issue is for an ex-
empt function under § 527(e)2) include,
but are not limited to, the following:

u) The communication identifies a can-
didate for public office;

b) The timing of the communication co-
incides with an electoral campaign;

) The communication targets volers in
a particular election;

d) The communication identifies that
candidate’s position on the public policy
issue that is the subject of the communi-
cation;

January 26, 2004

hopes 1o infl
©) The timing of th

ication co-

per advert pp
1 on law  enf which
would require a legislative appropriation.
These advertisements are published in sev-
eral large circulation newspapers in State
U on a regular basis during year 200x.
One of these full-page advertisements is
published shortly before an election in
which Senator A (but not Senator 8) is a
candidate for re-election. The advenise-
blished shortly before the election

incides with a specific event outside the
control of the organization that the organ-
ization hopes to influence, such as a leg-
islative vote or other major legislative ac-
tion (for example, a hearing before a leg-
islative commitiee on the issue that is the

stresses the importance of increased fed-
eral funding of local law enforcement
and refers to numerous statistics indicat-
ing the high crime rate in State U. The
advertisement does nol mention Senator
A's or Senator B's position on law en-

subject of the

d) The communication identifies the

didate solely as a go official
who is in a position o act on the public
policy issue in connection with the spe-
cific event (such as a legislator who is
eligible to vote on the legislation); and

e) The communication identifies the
candidate solely in the list of key or prin-
cipal sponsors of the legislation that is the

i issues. The ad ends
with the statement “Call or write Senator
A and Senator B to ask them to support
increased federal funding for local law
enforcement.” Law enforcement has not
been raised as an issue distinguishing Sen-
ator A from any opponent. At the time this
advertisement is published, no legislative
vole or other major legislative ac
scheduled in the United States Senate on

subject of the ication

I federal funding for local law

In all of the si the ad

a inan
election, appears shortly before that elec-
tion, and targets the voters in that election.
Even though these factors are present, the

facts and must
be analyzed in each situation to determine
whether the advocacy communication is
for an exempt function under § 527(e)(2).

Each of the situations assumes that:

1. All payments for the described activ-
ity are from the general treasury of the or-
ganization rather than from a separate seg-
regated fund under § 527(0(3):

2. The would

Under the facts and circumstances in
Situention 1, the advertisement is not for an
exempt function under § 527(e)2). Al-
though s advertisement identifies Sena-
tor A, appears shortly before an election in
which Senator A is a candidate, and targets
volers in that election, it is part of an ongo-
ing series of substantially similar asdvocacy
communications by N on the same issue
during year 200x. The advertisement iden-
tifies both Senator A and Senator B, who is
not a candidate for re-election, as the rep-
resentatives who would vote on this issue.
Furth does not

10 be exempt under § 501(a), even if the
described activity is not a § 501(¢) ex-
empt activity, because the organization’s

I N's ad
identify Senator A's position on the issue,
and law enforcement has not been raised as
an issue distinguishing Senator A from any

330
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opponent.  Therefore, there is nothing to

73

specific event, Based on these facts and

indicate that Senator A's lidacy should

the amount expended by

be supported or opposed based on this is-
sue. Based on these facts and circum-
stances, the anwount expended by N on the
advertisement is not an exempt function
expenditure under § 527(e)(2) and, there-
fore, is not subject to tax under § 527(F)(1).

Sitwation 2. O, a trade ion rec-
ognized as tax exempt under § 501(c)6),
advocates for increased intemational trade.

Senator C represents State V in the United
States Senate. @ prepares and finances
a full-page newspaper advertisement that
is published in several large circulation
newspapers in State V shortly before an
election in which Senator C is a candidate
for nomination in a party primary. The
I states that i 1 inter-
national trade is important © a major in-
dusiry in State V, The advertisement states
that S. 24, a pending bill in the United
States Senate, would provide manufactur-
ing subsidies o certain industries 1o en-
courage export of their products. The ad-
vertisement also states that several manu-
facturers in State V would benefit from the
subsidies, but Senator € has opposed simi-
lar measures supporting increased interna-
tional trade in the past. The advertisement
ends with the statement “Call or write Sen-
ator C totell him to vote for 5. 24.” Interna-
tional trade concerns have not been raised
as an issue distinguishing Senator C from
any opponent. 5. 24 is scheduled for a vote
in the United States Senate before the elec-
tion, soon after the date that the advertise-
ment is published in the newspapers.,

 on the advertisement is not an exempt
function expenditure under § 527(e)2)
and, therefore, is not subject to tax under
§ 52700 1).

Situation 3. P, an entity recognized as
tax exempt under § 501(c)(4), advocates
for better health care. Senator I represents
State W in the United States Senate. P pre-
pares and finances a full-page newspaper

is pt functi pendi
under § 527(e)(2) and, therefore, is subject
o tax under § 527(F01).

Sttwation 4. R, an entity recognized as
tx exempt under § 501(chi4), advocates
for improved public education. Govemor
E is the governor of State X. R prepares
and finances a radio advertisement urging
an increase in state funding for public ed-
ucation in State X, which requires a leg-
islative appropriation.  The radio adver-
i is first by on several radio

dverti that is published repeatedi
in several large circulation newspapers in
State W beginning shorily before an elec-
tion in which Senator £ is a candidate for
re-election. The advertisement is not part
of an ongoing series of sub ially simi-

stations in State X beginning shortly be-
fore an election in which Govemor E is a
candidate for re-election. The advertise-
ment is not part of an ongoing series of

lar advocacy communications by P on the

ially similar advocacy communi-
cations by R on the same issue. The adver-
cites i indicat-

same issue. The states that
a public hospital is needed in a major city
in State W bui that the public hospital can-
not be built without federal assistance. The
advertisement further states that Senator
D has voted in the past year for two bills
that would have provided the federal fund-
ing necessary for the hospital. The adver-
tisement then ends with the statement “Let
Senator 3 know you agree about the need
for federal funding for hospitals.” Federal
funding for hospitals has not been raised
as an issue distinguishing Senator D from
any opponent. At the time the advertise-
ment is published, a bill providing federal
funding for hospitals has been introduced
in the United States Senate, but no legisla-
tive vote or other major legislative activity
on that bill is scheduled in the Senate.
Under the facts and circumstances in
Situation 3, the advertisement is for an ex-

Under the facts and ci es in
Sitation 2, the advertisement is not for an
exempt function under § 527(e)(2). O's
advertisement identifies Senator C, ap-
pears shortly before an election in which
Senator ¢ is a candidate, and targets
volers in that election. Although interna-
tional trade issues have not been raised
as an issue distinguishing Senator C from
any opponent, the advertisement identi-
fies Senator C's position on the issue as
contrary 1o s position. However, the
advertisement specifically identifies the
legislation € 15 supporting and appears
immediately before the United States Sen-
scheduled to vote on that particular

The candidste identified, Sen-

empt function under § 527(e)2). P's ad-
vertisement identifies Senator [}, appears
shortly before an election in which Sena-
tor 2 is a candidate, and targets volers in
that election. Although federal funding of
hospitals has not been raised as an issue
distinguishing Senator D from any oppo-
ment, the advertisement identifies Senator
s position on the hospital funding issue
as agreeing with P's position, and is not

ing that public education in State X is un-
der-funded. While the advertisement does
not say anything about Govemor E's po-
sition on funding for public education, it
ends with “Tell Governor £ what you think
about our under-funded schools.” In public
PE and ign li Gov-
emor E's opponent has made funding of
public education an issue in the campaign
by focusing on Governor E's veto of an
income tax increase the previous year to
increase funding of public education. At
the time the advertisement is broadcast, no
legislative vote or other major legis]
activity is scheduled in the State X Jegisla-
ture on state funding of public education.
Under the facts and circumstances in
Situation 4, the advertisement is for an
exempt function under § 527(e)2). R's
advertisement identifies Governor E, ap-
pears shortly before an election in which
Governor E is a candidate, and targets
voters in that election. Although the ad-
vertisement does not explicitly identify
Governor E's position on the funding of
public schools issue, that issue has been
raised as an issue in the campaign by Gov-
ernor E's opponent.  The advertisement
does not identify any specific legisla-
tion, is not part of an ongoing series of

part of an ongoing series of ¥
similar advocacy communications by P on

ially similar
cations by B on the same issue, and is not
timed to coincide with a legislative vote

the same issue. M, ., the ad
ment does not identify any specific leg-
islation and is not timed to coincide with

ator C, is a government official who is
in a position to take action on the pub-
lic policy issue in connection with the

2004-4 LR.B.

a legislative vote or other major legisla-
tive action on the hospital funding issue.
Based on these facts and circumstances,
the amount expended by P on the adver-
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or other major legislative action on that
issue. Based on these facts and circum-
stances, the amount expended by R on the
advertisement is an exempt function ex-
penditure under § 527(e)(2) and, therefore,
is subject to tax under § S27(f)(1).
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Situgtion 5. §, an entity recognized as
tax exempt under § 501(c)i4), advocates
1o abolish the death penalty in Swe ¥.
Governor F is the govemor of State ¥,
& regularly prepares and finances televi-
sion advertisements opposing the death
penalty.  These advertisements appear
on several television stations in State ¥

74

w influence. Further, the timing of the
advertisement coincides with this speci
event that the organization hopes to influ-
ence. The candidate identified is a govem-
ment official who is in a position to take
action on the public policy issue in con-
nection with the specific event. Based on
these facts and circumstances, the amount

shortly before each scheduled in
State ¥. One such advertisement opposing
the death penalty appears on State ¥ televi-
sion stations shortly before the scheduled
execution of & and shortly before an elec-
tion in which Govemor £ is a candidate
for re-election. The advertisement broad-
cast shorily before the election provides
statistics regarding developed countries
that have abolished the death penalty and
refers 1o studies indicating inequities re-
luted o the types of persons executed in
the United States, Like the advertisements
appearing shortly before other scheduled
executions in Stale ¥, the advertisement
notes that Governor £ has supported the
death penalty in the past and ends with the
statement “Call or write Governor F to de-
mand that he stop the upcoming execution
of 6.

Under the facts and circumstances in
Sitwation 5, the advertisement is not for an
exempt function under § 527(e)(2). §'sad-
vertisement identifies Governor F, appears
shortly before an election in which Gover-
nor F is a candidate, targets voters in that
election, and identifies Governor £°s posi-
tion as contrary to §'s position. However,
the advertisement is part of an ongoing se-
ries of substantially similar advocacy com-
munications by § on the same issue and the
advertisement identifies an event outside
the control of the organization (the sched-
uled execution) that the organization hopes

January 26, 2004

pended by 5 on the adverti is
not an exempt function expenditure under
§527(e)(2) and, therefore, is not subject to
tax under § S27(0)(1).

Sttwation 6. T, an entity recognized
as tax exempt under § 501(c)(4). advo-
cates 1o abolish the death penalty in State
Z. Governor H is the governor of State
Z. Beginning shortly before an election
in which Governor H is a candidate for
re-glection, T prepares and finunces a tele-
vision advertisement broadeast on several
television stations in State Z. The adver-
tisement is not part of an ongoing series
of substantially similar advocacy commu-
nications by T on the same issue. The

Under the facts and circumstances in
Sitwation 6, the advertisemen| for an
exempt function under § 527(e)(2). Ts
advertisement identifies Govemor H, ap-
pears shortly before an election in which
Governor H is a candidate, targets the vot-
ers in that election, and identifies Gover-
nor H's position as contrary to T7s posi-
tion. The advertisement is not part of an
ongoing series of substantially similar ad-
vocacy communications by T on the same
issue. In addition, the advertisement does
not identify and is not timed to coincide
with a specific event outside the control of
the organization that it hopes to influence.
Based on these facts and circumstances,
the amount expended by T on the adver-
tisement is an exempt function expenditure
under § 527(¢)(2) and, therefore, is subject
1o tax under § 527(0Ni 1)

HOLDINGS

In Sitwations 1, 2, and 5, the amounts

advertisement provid regard-
ing developed countries that have abol-
ished the death penalty. and refers to stud-
ies indicating inequities related to the types
of persons executed in the United States.
The advertisement calls for the abolish-
ment of the death penalty. The advertise-
ment notes that Governor M has supported
the death penalty in the past. The adver-
i identi several individuals pre-
viously executed in Ste Z, stating that
Governor A could have saved their lives
by stopping their executions. No execu-
tions are scheduled in State £ in the near
future. The advertisement concludes with
the statement “Call or write Governor H 1o
demand a moratorium on the death penalty
in State Z."
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pended by N, O, and S are not exempt
function expenditures under § 527(e)2)
and, therefore, are not subject to tax un-
der § 527(0)(1). In Siwations 3, 4, and
6, the amounts expended by P, R and T
are exempt function expenditures umder
§ 527(eN2) and, therefore, are subject to
tax under § 527(0(1).

DRAFTING INFORMATION

The principal author of this revenue rul-
ing is Judith E. Kindell of Exempt Or-
ganizations, Tax Exempt and Government
Entities Division. For further informa-
tion regarding this revenue ruling, contact
Judith E. Kindell at (202) 283-8964 (not a
toll-free call).
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not issued o Taxpayer by the same com-
pany in the same calendar year. The result
in this case would be the same if, instead
of individually issued MECs, the Origi-
nal Contracts and New Contracts were evi-
denced by certificates that were issued un-
der a group contract or master contract and
that were treated as separate contracts for
purposes of §§ 817(h), 7702, and 7702A.

HOLDING

If a taxpayer that owns multiple modi-
fied endowment contracts (MECs) issued
by the same insurance company in the
same calendar year exchanges some of
those MECs for new MECs issued by a
second insurance company. the new con-
tracts are nod required to be aggregated
with the remaining original contracts un-
der § T2(e)(12).

DRAFTING INFORMATION

The principal author of this revenue rul-
ing is Melissa S. Luxner of the Office of
Associate Chief Counsel (Financial Insti-
tutions & Products).  For further infor-
mation regarding this revenue ruling, con-
tact Ms. Luxner at (202) 622-3970 (not a
toll-free call).

Section 430.—Minimum
Funding Standards for
Single-Employer Defined
Benefit Pension Plans

for re-

with respect tw appli
quests for letter rulings on substitute mortality tables
under section 43Xh N3N C) of the Code and section
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income tax under section S01(a) of the
Code as an arganization described in sec-
tiom 501(c)(3) has participated in, or inter-
vened in {including the p or dis-

an elective public office, whether such of-
fice be national, State, or local. The reg-
ulations further provide that activities that
i i) or intervention ina

tributing of statements), any political cam-
paign on behalf of (or in opposition ) any
candidate for public office.

Rev. Rul. 2007-41

Organizations that are exempt from in-
come tax under section 501(a) of the In-
ternal Revenue Code as organizations de-
scribed in section 501(c)(3) may not par-
ticipate in, or intervene in (including the
publishing or distributing of
any political campaign on behalf of {or in
opposition (o) any candidate for public of-
fice.

ISSUE

In each of the 21 situations described
below, has the organization participated or
intervened in a political campaign on be-
half of {or in opposition to) any candi

political campaign on behalf of or in op-
position to a candidate include, but are not
limited to, the publication or distribution
of written statements or the making of oral
statements on behalf of or in opposition to
such a candidate.

Whether an organization is participat-
ing or intervening, directly or indirectly,
in any political campaign on behalf of or
in opposition to any candidate for public
office depends upon all of the facts and
circumstances of each case. For exam-
ple, certain “voter education” activities, in-
cluding preparation and distribution of cer-
tain voter guides, conducted in a non-par-
lisan manner may not constitute prohibited
political activities under section 501(c)(3)
of the Code. Other so-called “voter ed-
ucation™ activities may be proscribed by
the statute, Rev. Rul. 78-248, 1978-1
C.B. 154, contrasts several situations il-

for public office within the meaning of sec-
tion 501(e)(3)?

Law

Section 501(c)(3) provides for the ex-
emption from federal income tax of organi-
zations d and d 1

lustrating when an org that pub-
lishes a ilation of candidate positi

or voting records has or has not engaged
in prohibited political activities based on
whether the questionnaire used 1o solicit
candidate positions or the voters guide it-
self shows a bias or preference in con-
tent o structure with respect 1o the views

P
for or purp no
substantial part of the activities of which
is carrying on propaganda, or otherwise at-
tempting to influence legislation {except as
otherwise provided in section 501¢h)), and
which does not participate in. or intervene

303(h)3NC) of the Employee Income
Security Act of 1974 are set fonth. See Rev. Proc.
2007-37. page 1433,

Section 501.—Exemption
From Tax on Conggrations,
Certain Trusts, etc.

26 CFR 1.500{c)(3)-1: Organizations organized and
aperated for religious, charitable. scientific, testing

in (including the publishing or distributing
of statements), any political campaign o
behalf of (or in opposition to} any candi-
date for public office.

Section 1.501{c)(3)-1(c)(3)i) of the In-
come Tax Regulations states that an organ-
ization is not operated exclusively for one
or more exempl purposes ifitis an “action™
organization,

Section 1501{e)(3)=1(c)3)(iii) of the

pulations defines an “action” i

of ap 1 did; See also Rev.
Rul. §0-282, 1980-2 C.B. 178, amplify-
ing Rev. Rul. 78-248 regarding the timing
and distribution of voler education materi-
als.

The presentation of public forums or
debates is a recognized method of edu-
cating the public. See Rev. Rul. 66-256,
1966-2 C.B. 210 (nonprofit organization
formed to conduct public forums at which
lectures and debates on social, political,
and i I matters are d
qualifies for exemption from federal in-
come tax under section 500i¢)(3)). Pro-
viding a forum for candidates is not, in
and of itself, prohibited political activity.
See Rev. Rul. 74-574, 1974-2 C.B. 160

Jor public safery, literary or parposes, ar
Jor the provention af cruelty fo children or animats.

Exempt organizations; political cam-
palgns. This ruling provides 21 pl

tion as an organization that participates or
intervenes, directly or indirectly, in any po-
litical campaign on behalf of or in opposi-
tion to any candidate for public office. The

illustrating the application of the facts and
cireumslances 10 be considered 1o deter-
mine whether an organization exempt from

June 18, 2007

term “candidate for public office” is de-
fined as an individual who offers himself,
or is proposed by others, as a contestant for
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g T ga station
is nol participating in political campaigns
on behalf of public candidates by pro-
viding reasonable amounts of air time
equally available o all legally qualified
candidates for election 0 public office
in compliance with the reasonable access
provisions of the Communications Act of

2007-25 L.R.B.



1934). However. a forum for candidates
could be operated in a manner that would
show a bias or preference for or against a
particular candidate. This could be done,
for example, through biased questioning
procedures, On the other hand, a forum
held for the purpose of educating and in-
forming the voters, which provides fair
and i i of did

76

Sitwation 1. B, a section 501{c)(3) or-
g that | [ ity in-
volvement, sets up a booth at the state fair
where citizens can register to vote. The
signs and banners in and around the booth
give only the name of the organization, the
date of the next upcoming statewide elec-
tion, and notice of the opportunity to regis-

and which does not promote or advance
one candidate over another, would not
constitute participation or intervention in
any political campaign on behalf of or
in opposition to any candidate for public
office. See Rev. Rul. 86-95, 1986-2 C.B.
73 (organization that proposes 1o educate
volers by conducting a series of public
forums in congressional districts during

ter. Mo refs toany or politi-
cal party is made by the volunteers staffing
the booth or in the materials available ot
the booth, other than the official voter reg-
istration forms which allow regi ]

5011e)3) organization, and is well known
in the ity. With the |

of five prominent healthcare industry lead-
ers, including President A, who have per-
sonally endorsed Candidate T, Candidate T
publishes a full page ad in the local news-
paper listing the names of the five lead-
ers. President A is identified in the ad as
the CEO of Hospital J. The ad states, “Ti-
tles and affiliations of cach individual are
provided for identification purposes only.”
The ad is paid for by Candidate T"s cam-
paign i Because the ad was not

select a party affiliation. B is not engaged
in political campaign intervention when it

operates this voter registration booth.
Situation 2, € is a section S01(c)3) or-
ganization that educates the public on en-
i | issues. Candidate G is run-

2T 1 election is not
participating in a political campaign on
behalf of any candidate due to the neutral
form and content of its proposed forums).

ANALYSIS OF FACTUAL
SITUATIONS

The 21 factual situations appear be-
low under specific subheadings relating to
types of activities. In each of the factual
situations, all the facts and circunstances
are considered in determining whether an
organization”s activities result in political
campaign intervention. Note that each of
these situations involves only one type of
activity. In the case of an organization that
combines one or more types of activity,
the interaction among the activities may
affect the determination of whether or not
the organization is engaged in political
campaign intervention,

Voter Education, Voter Registration and
Get Out the Vote Drives

Section 501(c)(3) organizations are
permitted to conduct certain voter educa-
tion activities (i ling the | i

ning for the state legislare and an impor-
tant element of her platform is challenging
the environmental policies of the incum-
bent. Shortly before the election, C seis up
atelephone bank to call registered voters in
the district in which Candidate G is seek-
ing election. In the phone conversations,
s representative tells the voter about the
importance of environmental issues and
asks questions about the voter’s views on
these issues. If the voler appears Lo agree
with the incumbent’s position, C's repre-
sentative thanks the voter and ends the call.
If the voter appears to agree with Candi-
date &'s position, C's representative re-
minds the voter about the upcoming elec-
tion, stresses the importance of voting in
the election and offers 1o provide trans-
portation 1o the polls. € is engaged in po-
litical campaign intervention when it con-
ducts this get-out-the-vote drive,

Leaders

I Activity by Org;

The political campaign intervention
ibition is not i to restrict free

of public forums and the publication of
voter education guides) if they are car-
ried out in a non-partisan manner.  In
addition, section S01ic)(3) or

F
expression on political matters by leaders
of organizations speaking for themselves,
as individuals. Nor are leaders prohib-

may encourage people Lo participate in the
electoral process through voter registration
and get-out-the-vote drives, conducted in
a non-partisan manner. On the other hand,

ited from speaking about imp issues
of public policy. However, for their or-
ganizations 1o remain @ax exempt under
section 501(c)(3), leaders cannot make

paid for by Hospital J, the ad is not oth-
erwise in an official publication of Hos-
pital J, and the endorsement is made by
President A in a personal ¢y ', the ad
does not constitute campaign intervention
by Hospital J.

Situation 4. President B is the presi-
dent of University K, a section 501{c)(3)
organization. University K publishes a
monthly alumni newsletter that is dis-
tributed to all alumni of the university.
In each issue, President B has a column
titled “My Views." The month before the
election, President B states in the "My
Views™ column, "It is my personal opi
ion that Candidate U/ should be reelected.”
For that one issue, President B pays from
his personal funds the portion of the cost
of the newsletter atiributable to the “My
Views” column. Even though he paid part
of the cost of the newsletter, the newsletter
is an official publication of the univer-
sity. Because the endorsement appeared
in an official publication of University &,
it constitutes campaign intervention by
University K.

Sitwarion 5. Minister C is the minis-
ter of Church L, a section 501(c)(3) organ-
ization and Minister € is well known in
the community. Three weeks before the
election, he attends & press conference at
Candidate V's paign head ters and
states that Candidate V should be reelected.
Minister € does not say he is speaking on
behalf of Church £.. His endorsement is re-
ported on the front page of the local news-
paper and he is identified in the article as
the minister of Church L. Because Minister
¢ did not make the endorsement at an offi-
cial church function, in an official church
ication or otherwise use the church’s

partisan in official
bli or at official functions of the

voter ed: or

conducted in a biased manner that favors
(or opposes) one or more candidates is
prohibited.

2007-25 LR.B.

organization.
Situation 3. President A is the Chiefl
Executive Officer of Hospital J, a section
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assets, and did not state that he was speak-
ing as a representative of Church L, his ac-
tions do not constitute campaign interven-
tion by Church L.

June 18, 2007



Sitwarion 6. Chairman I3 is the chair-
man of the Board of Directors of M, a sec-
tion 501{cH3) organization that educates
the public on conservation issues. Dur-
ing a regular meeting of M shortly before
the election, Chairman 1 spoke on a num-
ber of issues, including the importance of
voting in the upcoming election, and con-
cluded by stating, "It is impaortant that vou
all do your duty in the election and vote
for Candidate W." Because Chairman 2's
remarks indicating suppon for Candidate
W were made during an official organiza-
tion meeting, they constitute political cam-
paign intervention by M.

Candidate Appearances

Depending on the facts and circum-
stances, an organization may invite po-
litical candidates to speak at its events
without jeopardizing its tax-exempt sta-
tus,  Political candidates may be invited
in their capacity as candidates, or in their
individual capacity (not as a candidate).
Candidates may also appear without an
invitation at organization evenis that are
open to the public.

When a candidate is invited to speak at
an organiz: event in his or her capac-
ity as a political candidate, factors in de-

ining whether the partici-
pated or intervened in a political campaign
include the following:

*  Whether the organization provides an
equal opporiunity to participate to po-
litical candidates seeking the same of-
fice;

Whether the organization indicates any
suppent for or opposition to the can-
didate {including candidate introduc-
tions and communications conceming
the candidate’s lance); and

77

manner of presentation for both speakers is
otherwise neutral,

When an organization invites several
candidates for the same office to speak
at a public forum, factors in determining
whether the forum results in political cam-
paign intervention include the following:

*  Whether questions for the candidates
are prepared and presented by an inde-
pendent nonpartisan panel,

*  Whether the topics discussed by the
candidates cover a broad range of is-
sues that the candidates would address
if elected to the office sought and are
of interest to the public,

*  Whether each candidate is given an
equal opportunity to present his or her
view on each of the issues discussed,

*  Whether the candidates are asked 1o
agree or disagree with positions, agen-
das, platforms or statements of the or-
ganization, and

* Whether a moderator comments on
the questions or otherwise implies
approval or disapproval of the candi-
dates.

Situation 7. President E is the presi-
dent of Society N, a historical society that
is a section 501(c)(3) organization. In the
month prior to the election, President E
invites the three Congressional candidates
for the district in which Society N is lo-
cated to address the members, one each at
a regular meeting held on three successive
weeks, Each candidate is given an equal
opportunity to address and field questions
on a wide variety of topics from the mem-
bers. Society N°s publicity announcing the
dates for each of the candidate’s speeches
and President £'s introduction of each can-
didate include no comments on their qual-

*  Whether any political fundraising oc-
curs.

In ining whether candid; are

or any indication of a preference
for any candidate. Society N's actions do
not constitute political campaign interven-
tion.

Siluati

&. The facts are the same as in

given an equal opportunity to participate,
the nature of the event to which each can-
didate is invited will be considered, in ad-
dition to the manner of presentation. For
example, an organization that invites one
candidate to speak at its well attended an-
nual banquet, but invites the opposing can-
didate to speak at a sparsely attended gen-
eral meeting, will likely have violated the
political campaign prehibition, even if the

June 18, 2007

Situation 7 except that there are four can-
didates in the race rather than three, and
one of the candidates declines the invita-
tion to speak. In the publicity announc-
ing the dates for each of the candidate's
speeches, Society N includes a statement
that the order of the speakers was deter-
mined at random and the fourth candidate
declined the Society's invitation 1o speak.
President £ makes the same stalement in

1423

his opening remarks at each of the meet-
ings where one of the candidates is speak-
ing. Society N's actions do not constitute
political campaign intervention.

Sitwation 9. Minister F is the minister
of Church @, a section 501(c)(3) organi-
zation, The Sunday before the November
election, Minister F invites Senate Candi-
date X to preach to her congregation dur-
ing worship services. During his remarks,
Candidate X states, “I am asking not only
for your votes, but for your enthusiasm and
dedication, for your willingness to go the
extra mile 10 get a very large twmout on
Tuesday.” Minister F inviles no other can-
didate to address her congregation during
the Senatorial campaign. Because these
activities take place during official church
services, they are attributed w Church O,
By selectively providing church facilities
to allow Candidate X to speak in support
of his campaign, Church s actions con-
stitute political campaign intervention.

Candidate A
or Partici

F ‘Where Speaki
¢ a5 a Non-Candid;

Candidates may also appear or speak
at organization events in a non-candidate
capacity. For instance, a political candi-
date may be a public figure who is invited
1o speak because he or she: (a) currently
holds, or formerly held, public office; (b)
is considered an expert in a non political
field; or (c) is a celebrity or has led a dis-
tinguished military, legal, or public service
career. A candidate may choose to attend
an event that is open to the public, such
as a lecture, concert or worship service,
The candidate’s f rgani
tion-sponsored event does not, by itsell,
cause the organization to be engaged in po-
litical campaign intervention. However, if
the candidate is publicly recognized by the
organization, or if the candidate is invited
to speak, factors in determining whether
the candidate’s appearance resulis in polit-
ical campaign intervention include the fol-
Towing:

at an

®*  Whether the individual is chosen to
speak solely for reasons other than can-
didacy for public office;

*  Whether the individual speaks only in
a non-candidate capacity;

*  Whether either the individual or any

of the izati
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makes any mention of his or her can-
didacy or the election;

Whether any campaign activity occurs
in connection with the candidate’s at-
tendance;

Whether the organization maintains
a nonpartisan atmosphere on  the
premises or at the event where the
candidate is present; and

Whether the organization clearly indi-
cates the capacity in which the candi-
date is appearing and does nod mention
the individual's political candidacy or
the upcoming election in the communi-
cations announcing the candidate’s at-
tendance at the event.

Sitwation 0. Historical society P is a
section S01(cH2) organization. Society P
is located in the state capital. President G
is the president of Society P and custom-
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X prints the following: “Alumnus 0, class

Whether the statement identifies

of *XX is running for mayor of M
lis.” The newsletter does not contain any
reference o this election or o Alumnus
"5 candidacy other than this statement of
fact. University X has not intervened in a
political campaign.

Sitwation 13, Mayor G attends a con-
cert performed by Symphony 5, a section
501(c)(3) orgunization, in City Park. The
concert is free and open to the public,

or more candidates for a given public
office;

Whether the statement expresses ap-
proval or disapproval for one or more
candidates’ positions and/or actions;
‘Whether the statement is delivered
close in time to the election;

‘Whether the statement makes refer-
ence 1o voling or an election;
Whether the issue addressed in the
ication has been raised as an

Mayor & isa didate for and
the concert takes place after the primary
and before the general election. During
the concert, the chairman of 5°s board ad-
dresses the crowd and says, “I am pleased
to see Mayor G here tonight. Without his
support, these free concerts in City Park
would not be possible. We will need his
help if we want these concerts 10 continie
next year so please support Mayor G in

arily the p of any
public officials present during meetings,
Dwring the state gubernatorial race, Lieu-
tenant Governor ¥, a candidate, attends a
meeting of the historical society, Presi-
dent G acknowledges the Lieutenant Gov-
ernor’s presence in his customary manner,
saying, “We are happy to have joining us
this evening Liewtenant Governor . Pres-
ident & makes no reference in his welcome

as he has dus.” Asa
result of these remarks, Symphony § has
engaged in political campaign interven-
tion.

Issue Advocacy vs. Political Campaign
Intervention

Section 501(c)3) organizations may
take positions on public policy issues,
including issues that divide candidates

to the Li Governor's ¥ or
the election. Society P has not engaged in
political campaign intervention as a result
of President G's actions.

Sitwation [ 1. Chairman # is the chair-
man of the Board of Hospital 0, a sec-
tion 500(cH 3) organization. Hospital @ is
building a new wing. Chairman H invites
Congi £, the rep ive for the
district containing Hospital Q. to attend
the groundbreaking ceremony for the new
wing. Congressman £ is running for re-
election at the time. Chairman H makes no

fe in her introduction to Congress
man s candidacy or the election. Con-
gressman Z also makes no reference 1o his
candidacy or the election and does not do
any political campaign fundraising while
at Hospital Q. Hospital @ has not inter-
vened in a political campaign.

Situation 12, University X is a sec-

tion 501(¢)(3) organization. X publishes an
alumni newsletter on a regular basis, In-
dividual alumni are invited 1o send in up-
dates about themselves which are printed
in each edition of the newsletter. After re-
ceiving an update letter from Alumnus g,

2007-25 I.R.B.

in an election for public office. How-
ever, section 501{c)(3) organizations must
avoid any issue advocacy that functions
as political campaign intervention. Even
if a statement does not expressly tell an
audience to vote for or against a specific

kot Rl et i
statement is at sk of violating the polit-
ical campaign intervention prohibition if
there is any message favoring or opposing
a candidate. A statement can identify a
candidate not only by stating the candi-
date’s name but also by other means such
as showing a picture of the candidate,
referring 1o political party affiliations, or
other distinctive features of a candidate's
platform or biography. All the facts and
circumstances need 1o be considered 1o
determine if the advocacy is political cam-
paign intervention.

Key factors in determining whether a
communication resulis in political cam-
paign intervention include the following:
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issue distinguishing candidates for a
given office;

‘Whether the communication is part of
an ongoing series of communications
by the organization on the same issue
that are made independent of the tim-
ing of any election; and

Whether the timing of the communi-
cation and identification of the candi-
date are related to a non-electoral event
such as a scheduled vote on specific
legislation by an officeholder who also
happens to be acandidate for public of-
fice.

A communication is particularly at risk
of political campaign intervention when it
makes reference to candidates or voling in
a specific upcoming election. Neverthe-
less, the communication must still be con-
sidered in context before arriving at any
conclusions.

Sitearion 14. University @, a section
501¢c)(3) organization, prepares and fi-
nances a full page newspaper advertise-
ment that is published in several large cir-
culation newspapers in State V shortly be-
fore an election in which Senator € is a
candidate for nomination in a party pri-
mary. Senator C represents State V' in
the United States Senate. The advertise-
ment states that 5. 24, a pending bill in the
United States Senate, would provide addi-
tional opportunities for State V' residents
10 attend college, but Senator € has op-
posed similar measures in the past. The ad-
vertisement ends with the statement “Call
or write Senator € 1o tell him o vole for
5. 24." Educational issues have not been
raised as an issue distinguishing Senator C
from any opponent. 8. 24 is scheduled for
a vote in the United States Senate before
the election, soon after the date that the
advertisement is published in the newspa-
pers. Even though the advertisement ap-
pears shortly before the election and iden-
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tifies Senator C's position on th
contrary to O's position, University O has
not violated the political campaign inter-
vention prohibition because the advertise-
ment does nod mention the election or the
candidacy of Senator €, education issues
have not been raised as distinguishing Sen-
ator C from any opponent, and the ti
ing of the advertisement and the ident
cation of Senator C are directly related to
the specifically identified legislation Uni-
versity €7 is supporting and appears imme-
diately before the United States Senate is
scheduled to vote on that particular legis-
lation. The candidate idemtified, Senator
€, is an officeholder who is in a position
o vote on the legislation.

Sitwation 15, Organization R, a section
S01{c)3) organization that educates the
public about the need for improved public
education, prepares and finances a radio
advertisement urging an increase in state
funding for public education in State X,
which requires a legislative appropriation.
Governor £ is the governor of State X. The
radio advertisement is first broadcast on
several radio stations in State X beginning
shortly before an election in which Gov-
emor £ is a candidate for re-election. The
advertisement is not part of an ongoing
series of substantially similar advocacy

icati by O jzation R on
the same issue. The advertisement cites
numerous statistics indicating that pub-
lic education in State X is under funded.
While the advertisement does not say
anything about Governor E's position on
funding for public education, it ends with
“Tell Govemnor E what you think about our
under-funded schools.” In public appear-
ances and campaign literature, Governor
E’s opponent has made funding of pub-
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coincide with a non election event such as
a legislative vote or other major legislative
action on that issue, and takes a position
on an issue that the opponent has used to
distinguish himself from Govemnor E.
Situation 16, Candidate A and Candi-
date B are candidates for the state senate
in District Wof State X. The issue of State
X funding for a new mass transit project in
District W is a prominent issue in the cam-
paign. Both candidates have spoken out on
the issue. Candidate A supports funding
the new mass transit project. Candid,

Whether the good, service or facility
is available to candidates in the same
election on an equal basis,

*  Whether the good, service, or facility
is availuble only to candidates and not
to the general public,

Whether the fees charged to candidates
are at the organization's customary and
usual rates, and

Whether the activity is an ongoing ac-
tivity of the organization or whether it
is i d only fora i can-

B opposes the project and supports State
X funding for highway improvements in-
stead. P is the executive director of C,
a section 301(c)(3) organization that pro-
motes community development in Distriet
W. AL C's annual fundraising dinner in
District W, which takes place in the month
before the election in State X, P gives a
lengthy speech about community develop-
ment issues including the transportation is-
sues. F does not mention the name of any
candidate or any political party. However,
at the conclusion of the speech. P makes
the following statement, “For those of you
who care about quality of life in District W
and the growing traffic congestion, there
is a very important choice coming up next
month. We need new mass transit. More
highway funding will not make a differ-
ence. You have the power to relieve the
congestion and improve your quality of
life in District W. Use that power when
you go to the polls and cast your vole in
the election for your state senator.” © has
vielated the political ¢ ign interven-

didate.

Simation 7. Museum K is a section
501(c)3) organization. It owns an historic
building that has a large hall suitable for
hosting dinners and receptions.  For sev-
eral years, Museum & has made the hall
available for rent to members of the pub-
lic. Standard fees are set for renting the
hall based on the number of people in at-
tendance, and a number of different orga-
nizations have rented the hall. Museum K
rents the hall on a first come, first served
basis. Candidate P rents Moseum K's so-
ciul hall for a fundraising dinner. Candi-
date P's campaign pays the standard fee
for the dinner. Museum K is not involved
in political campaign intervention as a re-
sult of renting the hall to Candidate P for
use as the site of a campaign fundraising
dinner.

Simation 18, Theater L is a section
S01(c)3) organization. Tt maintains a
mailing list of all of its subscribers and
i s. Theater L has never rented

tion as a result of £'s remarks at C's offi-
cial function shortly before the election, in
which P referred to the upcoming election
after stating a position on an issue that is a

lic education an issue in the
by focusing on Govemor E's veto of an
mcome lax increase the previous vear to
increase funding of public education. At
the time the advertisement is broadcast,
no legislative vote or other major legisla-
tive activity is scheduled in the State X
legislamre on state funding of public ed-
ucation. Organization R has violated the
political campaign prohibition because the
advertisement identifies Govemor E, ap-
pears shortly before an election in which
Governor E is a candidate, is not part of

P issue ina that distin-
guishes the candidates.

Business Activity

The question of whether an activity
constitutes participation or intervention
in a political campaign may also arise in
the context of a business activity of the
organization, such as selling or renting of
mailing lists, the leasing of office space, or
the acceptance of paid political advertis-
ing. In this context, some of the factors o

an ongoing series of sub ially similar be dered in whether the
advocacy ¢ i by Organi ganization has engaged in political cam-
tion R on the same is i paign intervention include the following:
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its mailing list to a third party. Theater L
is approached by the campaign ¢ i
of Candidate 2, who supports increased
funding for the arts, Candidate s cam-
paign committee offers to rent Theater L's
mailing list for a fee that is comparable
1o fees charged by other similar organi-
zations. Theater L rents its mailing list
to Candidate s i i
Theater L declines similar requests from
campaig of other candid
Theater L has intervened in a political
campaign.

Web Sites

The Internet has become a widely used
communications tool.  Section 501(c)(3)
organizations use their own web sites to
i i and information.
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They also routinely link their web sites o
web sites maintained by other organiza-
tions as a way of providing additional in-
formation that the organizations believe is
useful or relevant to the public.

A web site is a form of communication.
If an organization posts something on its
web site that favors or opposes a candidate
for public office, the organization will be
treated the same as if it dl»tnbuled printed
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includes all candidates for a particular of-
fice.

Sitwation 20.  Hospital N, a section
501(e)3) organization, maintains a web
site that includes such information as
medical staff listings, directions to Hos-
pital N, and descriptions of its specialty
health programs, ma;or re«ean,h projects,
and other

HOLDINGS

In situations 2, 4, 6, 9, 13, 15, 16, 18
und 21, the organization intervened in a
political campaign within the meaning of
section S00{e)3). In sitwations 1, 3, 5,
7. 8, 10, 11, 12, 14, 17, 19 and 20, the
organization did not intervene in a political
within the of section

On one page of the web -dlc Hm]:uml

its 21 for a

material, oral orl that it
fuvored or opposed a ¢ I
An organization has control over

whether it establishes a link to another
site.  When an organization establishes
nk 1o another web site, the

disease. Al the cm! of the page,
lt includes a section of links to other web
sites titled “More Information.” These
links include links to other hospitals that
have for this disease,

ton is ible for the ¢ Juence

prog

of establishing and maintaining that link.
even if the organization does not have
control over the content of the linked site.
Because the linked content may change
over time, an organization may reduce the
risk of political campaign intervention by
monitoring the linked content and adjust-
ing the links accordingly.

Links to candidate-related material, by
themselves, do not necessarily constitute
political campaign intervention. All the
facts and circumstances must be taken into
account when assessing whether a link
produces that result, The facts and cir-
cumstances to be considered include, but
are not limited to, the context for the link
on the organization’s web site, whether
all candidates are represented, any exempt
purpose served by offering the link, and
the directness of the links between the
organization’s web site and the web page
that contains material favoring or oppos-
ing a candidate for public office.

Situation 19, M. a section 501(c)3) or-
ganization, maintains a web site and posts
an unbiased, nonpartisan voler guide that
is p d i with the principl

research org secking cures for
that disease, and articles about treatment
programs. This section includes a link o
an article on the web site of @, a major
national newspaper, praising Hospital s
treatment program for the disease. The
page containing the article on £'s web site
contains no reference to any candidate or
election and has no direct links to candi-
date or election information.  Elsewhere
on (s web site, there is a page displaying
editorials that @ has published. Several
of the editorials endorse candidates in an
election that has not yet oceurred.  Hos-
pital N has not intervened in a political
campaign by maintaining the link to the
article on €'s web site because the link
is provided for the exempt purpose of
educating the public about Hospital A's
programs and neither the context for the
link, nor the relationship between Hospital
N and © nor the arrangement of the links
going from Hospital Ns web site to the
endorsement on €F's web site indicate that
Hospital N was favoring or opposing any
candidate.

Sitwation 21, Church P, a section
S01¢cH3) i i a web

dl;cuwed in Rev, Rul. 78-248, For each
candidate covered in the voter guide, M
includes a link to that candidate's official
campaign web site. The links to the can-
didate web sites are presented on a consis-
tent neutral basis for each candidate, with
text saying “For more information on Can-
didate X, you may consult [URL]." M has
not intervened in a political campaign be-
cause the links are provided for the exempt
purpose of educating voters and are pre-
sented in a neutral, unbiased manner that

2007-25 LR.B.

site that includes such information as
biographies of its ministers, times of
services, details of community outreach
programs, and activities of members of
its congregation. B, a member of the con-
gregation of Church P, is running for a
seat on the town council. Shortly before
the election, Church £ posts the follow-
ing message on its web site, “Lend your
support to B, your fellow parishioner.
in Tuesday's election for town council.”
Church P has intervened in a political
campaign on behalf of B.
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501(e)(3)
DRAFTING INFORMATION

The principal author of this revenue
ru]mg is Judith Kindell of Exempt Orga-
s, Tax Exempt and Government
on.  For further informa-
tion regarding this revenue ruling, contact
Ms. Kindell at (202) 283-8964 (not a
toll-free call).

Section 707.—Transactions
Between Partner and
Partnership

26 CFR 1.707-1:
partnership,

Transactions between partner and

Partnership property; transfer. This
ruling concludes that a transfer of partner-
ship property to a partner in satisfaction of
a guaranteed payment under section 707(¢)
of the Code is a sale or exchange under sec-
tion 1001, and not a distribution under sec-
tion 731.

Rev. Rul.

ISSUE

2007-40

Is @ transfer of pannership property 1o
a partner in satisfaction of a guaranteed
payment under section 707(c) a sale or ex-
change under section 1001, or a distribu-
tion under section 7317

FACTS

Partnership purchased Blackacre for
$500x. A, a partner in Partnership, is
entitled o o guaranteed payment under
section T07(c) of $800x. Subsequently,
when the fair market value of Blackacre is
SEO0x and Partnership's adjusted basis in
Blackacre is $500x, Parmership transfers
Blackacre to A in satisfaction of the guar-
anteed payment to A

June 18, 2007



81

Appendix E: IRS Letter to 501(c)(4) applicants on new business process option for self-
certification and determination
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Department of the Treasury
@ Internal Revenue Service
IRS P.O. Box 2508, Room 4106

Cincinnati, OH 45201

Date:

Employer ID number:

Person to contact:
Contact telephone number:
Contact fax number:

Employee ID number:

Dear [Applicant]:

The IRS is instituting an optional expedited process for certain organizations applying for recognition of
exemption under Section 501(c)(4) whose applications have been pending with the IRS for more than 120 days
as of May 28, 2013. Organizations can make representations to the IRS under penalties of perjury regarding
their past, current, and future activities and receive a determination letter based on those representations.

If you choose to apply for this expedited process, complete and return pages 5-7, Representations and Specific
Instructions. We will send you a favorable determination letter within 2 weeks of receipt of the signed
representations.

Determination letters issued under the optional process will be based on the representations of the organization
and may not be relied upon if the organization’s activities are different from what is represented to the IRS. The
representations are subject to verification on audit. Organizations that don't make the representations will have
their applications reviewed based on the legal standards applied to all the facts and circumstances.

If you can make the representations required for eligibility under this optional process and want to participate,
please follow the instructions set forth at the end of this letter, Optional Expedited Process for Certain
Exemption Applications Under Section 501(c)(4). Send the signed representations within 45 days from the date
of this letter to the address below:

Internal Revenue Service
P.O. Box 2508, Room 4106
Cincinnati, OH 45201

You can send the information by fax to [ ]- Your fax signature becomes a permanent part of
your filing. Do not send an additional copy by mail.

Letter 5228 (6-2013)
Catalog Number64005T
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If you have questions, you can contact the person whose name and telephone number are shown in the heading
of this letter.

Thank you for your cooperation.

Sincerely,
[Name 1
[Title ]

Letter 5228 (6-2013)
Catalog Number64005T
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Optional Expedited Process for Certain Exemption Applications Under Section 501(c)(4)

In the interest of effective and efficient tax administration and to assist in the transparent and consistent review
of applications for tax-exempt status under Section 501(c)(4), the IRS is offering an optional expedited process
for certain organizations that have submitted 501(c)(4) applications. This optional expedited process is currently
available only to applicants for 501(c)(4) status with applications pending for more than 120 days as of May 28,

2013, that indicate the organization may be involved in political campaign intervention or issue advocacy.

In this optional process, an organization will represent that it satisfies, and will continue to satisty, set
percentages with respect to the level of its social welfare activities and political campaign intervention activities
(as defined in the specific instructions on pages 5-7). These percentage representations are not an interpretation

of law but are a safe harbor for those organizations that choose to participate in the optional process.

Under this optional expedited process, an applicant will be presumed to be primarily engaged in activities that
promote social welfare based on certain additional representations (on pages 5-7) made by the organization
regarding its past, present, and future activities. Like the Form 1024 exemption application itself, these
representations are signed on behalf of the organization under penalties of perjury. Applicants that provide the

representations will receive a favorable determination letter within two weeks of receipt of the representations.

Importantly, this is an optional process. The standards and thresholds reflected in the representations are criteria
for eligibility for expedited processing rather than new legal requirements. No inference will be drawn from an
organization’s choice not to participate. An organization that declines to make the representations will have its
application reviewed under the regular process in which the IRS looks to all facts and circumstances to

determine whether an organization primarily engages in activities that promote social welfare.

Like all organizations receiving a favorable determination of exempt status, organizations participating in this
optional expedited process may be subject to examination by the IRS and the organization’s exempt status may
be revoked if, and as of the tax year in which, the facts and circumstances indicate exempt status is no longer
warranted. An organization that receives a determination letter under this expedited process may rely on its
determination letter as long as its activities are consistent with its application for exemption and the
representations, and the determination letter will expressly indicate that the letter was based on the

representations. An organization may no longer rely on the determination letter issued under this optional

Letter 5228 (6-2013)
Catalog Number64005T
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expedited process as of the tax year in which its activities (including the amount of expenditures incurred or
time spent on particular activities) cease to be consistent with its application for exemption and any of the
representations, if the applicable legal standards change, or if the determination letter is revoked. If the
organization determines that it continues to be described in Section 501(c)(4) notwithstanding the fact that its
activities are no longer consistent with the representations below, it may continue to take the position that it is
described in Section 501(c)(4) and file Form 990, Return of Organization Exempt From Income Tax, but it must
notify the IRS about such representations ceasing to be correct on Schedule O, Supplemental Information, of the

Form 990.

Letter 5228 (6-2013)
Catalog Number64005T
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Representations and Specific Instructions

1. During each past tax year of the organization, during the current tax year, and during each future tax
year in which the organization intends to rely on a determination letter issued under the optional expedited
process, the organization has spent and anticipates that it will spend 60% or more of both the organization’s
total expenditures and its total time (measured by employee and volunteer hours) on activities that promote the

social welfare (within the meaning of Section 501(c)(4) and the regulations thereunder).

2. During each past tax year of the organization, during the current tax year, and during each future tax
year in which the organization intends to rely on a determination letter issued under the optional expedited
process, the organization has spent and anticipates that it will spend less than 40% of both the organization’s
total expenditures and its total time (measured by employee and volunteer hours) on direct or indirect
participation or intervention in any political campaign on behalf of (or in opposition to) any candidate for public

office (within the meaning of the regulations under Section 501(c)(4)).

Specific instructions
For purposes of these representations, "total expenditures" include administrative, overhead, and other general
expenditures. An organization may allocate those expenditures among its activities using any reasonable

method.

For purposes of these representations, activities that promote the social welfare do not include any expenditure

incurred or time spent by the organization on--

Any activity that benefits select individuals or organizations rather than the community as a whole;

Direct or indirect participation or intervention in any political campaign on behalf of (or in opposition

to) any candidate for public office;

Operating a social club for the benefit, pleasure, or recreation of the organization’s members; and

Carrying on a business with the general public in a manner similar to organizations operated for

profit.

Letter 5228 (6-2013)
Catalog Number64005T
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For purposes of these representations, direct or indirect participation or intervention in any political campaign
on behalf of (or in opposition to) any candidate for public office (“candidate”) includes any expenditure
incurred or time spent by the organization on:

= Any written (printed or electronic) or oral statement supporting (or opposing) the election or

nomination of a candidate;

Financial or other support provided to (or the solicitation of such support on behalf of) any candidate,

political party, political committee, or Section 527 organization;

= Conducting a voter registration drive that selects potential voters to assist on the basis of their
preference for a particular candidate or party;

= Conducting a “get-out-the-vote” drive that selects potential voters to assist on the basis of their

preference for a particular candidate or (in the case of general elections) a particular party;

Distributing material prepared by a candidate, political party, political committee, or Section 527
organization; and

= Preparing and distributing a voter guide that rates favorably or unfavorably one or more candidates.

In addition, solely for purposes of determining an organization’s eligibility under this optional expedited
process, direct or indirect participation or intervention in any political campaign on behalf of (or in opposition
to) any candidate includes any expenditure incurred or time spent by the organization on:
= Any public communication within 60 days prior to a general election or 30 days prior to a primary
election that identifies a candidate in the election. For this purpose, “public communication” means a
communication by means of any broadcast, cable, or satellite communication; newspaper, magazine,
or other periodical (excluding any periodical distributed only to the organization’s dues paying
members); outdoor advertising facility, mass mailing, or telephone bank to the general public; and
communications placed for a fee on another person’s Internet website;
= Conducting an event at which only one candidate is, or candidates of only one party are, invited to
speak; and
= Any grant to an organization described in Section 501(c) if the recipient of the grant engages in

political campaign intervention."

" An organization may rely on a representation from an authorized officer of the recipient if the organization does not know
whether the recipient engages in any political campaign intervention and may assume that a Section 501(c)(3)
organization does not engage in political campaign intervention.

Letter 5228 (6-2013)
Catalog Number64005T
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Although other activities may constitute direct or indirect participation or intervention in a political campaign
(see Revenue Ruling 2007-41 for examples of factors to consider), representations may be based on the specific

activities described in these instructions.

Under penalties of perjury, | declare that | am authorized to sign these representations on behalf of
the above organization, and that to the best of my knowledge and belief, the facts stated in the
representations are true, correct, and complete.

Signature of officer, director, trustee or other authorized official Date

Title and printed name

Organization name and Employer Identification Number

Letter 5228 (6-2013)
Catalog Number64005T
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Appendix F: “Publication 1” (Your Rights as a Taxpayer)




WIRS

Department of the Treasury
Internal Revenue Service

Publication 1

{Rev. September 2012)
Catalog Number 64731W
www.irs.gov
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Your Rights as a

Taxpayer

The first part of this publication explains some of your most important rights as a
taxpayer. The second part explains the exarnination, appeal, collection, and refund

This ication is also

in Spanish.

Declaration of Taxpayer Rights

I. Protection of Your Rights

IRS employees will explain and protect
your rights as a taxpayer throughout your
contact with us.

Il. Privacy and
Confidentiality

The IRS will not disclose to anyone the
infarmation you give us, except as
autherized by law. You have the right to
know why we are asking you for

THE IRS MissiON

PROVIDE AMERICA'S
TAXPAYERS TOP QUALITY
SERVICE BY HELPING THEM
UNDERSTAND AND MEET
THEIR TAX RESPONSIBILITIES
AND BY APPLYING THE TAX
LAW WITH INTEGRITY AND
FAIRNESS TO ALL.

ir how we will usa it, and what
happens if you do not provide requested
information.

Ill. Professional and
Courteous Service

If you believe that an IRS employee has not
treated you in a professional, fair, and
courtecus manner, you should tell that
employee's supervisor. If the supervisor's
response is not satistactory, you should
write to the IRS director for your area or the
center where you file your retum.

IV. Representation

You may either represent yourself or, with
proper written authorization, have someone
else represent you in your place. Your
representative must be a person allowed to
practice before the IRS, such as an
attornay, certified public accountant, or
enrclled agent. If you are in an interview
and ask to consult such a person, then we
must stop and reschadule the interview in
most cases.

You can have someone accompany you
at an interview. You may make sound
recordings of any meetings with cur

ination, appeal, or collecti
personnel, provided you tell us in writing 10
days before the meeting.

V. Payment of Only the
Correct Amount of Tax

YYou are responsible for paying only the
correct amount of tax due under the

law —no maore, no less. If you cannot pay all
of your tax when it is due, you may be able
to make maonthly installment payments.

VI. Help With Unresolved Tax
Problems

The Taxpayer Advocate Service can help
you If you have tried unsuccessfully to
resolve a problem with the IRS. Your local
Taxpayer Advocate can offer you special
help if you have a significant hardship as a
result of a tax problem. For more
informaticon, call toll free 1-877-777-4778
(1-BO0-829-4058 for TTY/TDD) or write to
the Taxpayer Advocate at the IRS office
that last contacted you.

VIl. Appeals and Judicial
Review

If you disagree with us about the amount of
your tax llability or certain collection
actions, you have the right to ask the
Appeals Office to review your case, You
may also ask a court to review your case,

VIli. Relief From Certain
Penalties and Interest

The IRS will walve penalties when allowed
by law if you can show you acted
reagonably and in good faith or relied on
the incorrect advice of an IRS employee.
‘We will waive interest that is the result of
certain emors or delays caused by an IRS
employee,
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Examinations, Appeals, Collections,

and Refunds

Examinations (Audits)

We accept most taxpayers' returns as filed.
If we inquire about your return or salect it
for examination, it does not suggest that
you are dishonest. The inquiry or
examination may or may not result in more
tax. We may close your case without
change; or, you may receive a refund,

The process of selecting a return for
examination usually begins in one of two
ways. First, we use programs to
identify returns that may have incorrect
amounts. These programs may be based
on information returns, such as Forms
1099 and W-2, on studies of past
examinations, or on certain issues
identified by compliance projects. Second,
we use information from outside sources
that indicates that a return may have
incorrect amounts. These sources may
include newspapers, public records, and
Individuals. If we determine that the
information is accurate and reliable, we
may use it to select a retum for
examination.

Publication 558, Examination of Returns,
Appeal Rights, and Claims for Refund,
explains the rules and procedures that we
follow in examinations. The following
seclions give an overview of how we
conduct examinations.

By Mail

We handle many examinations and
inquiries by mail. We will send you a letter
with either a request for more information
or a reason why we belleve a change to
your return may be needead. You can
respond by mail or you can request a
personal interview with an examiner. If you
mail us the requested information or
provide an explanation, we may or may not
agree with you, and we will explain the
reasons for any changes. Please do not
hesitate to write to us about anything you
do not understand,

By Interview

If we notify you that we will conduct your
examination through a personal interview,
or you request such an Interview, you have
the right to ask that the examination take
place at a reasonable time and place that is
convenient for both you and the IRS. If cur
L any to your
return, he or she will explain the reasons for
the changes. If you do not agree with these
changes, you can meet with the examiner’s
SUPervisor.
Repeat Examinations

If we: examined your retumn for the same
items in either of the 2 previous years and
propased no change to your tax liability,
please contact us as soon as possible so

we can see if we should discontinue the
examination.

spouse relief, see Publication 971, Innocent
Spouse Relief, and Form 8857,

Potential Third Party
Contacts

Generally, the IRS will deal directly with you
or your duly authorized representative,
However, we sometimes talk with other

Appeals persans if we need information that you

If you da nat agree with the s itfe been unable to pravioe. of 1o vartly
proposed changes, you can appeal them to ot A T:ersc:'m. suchas awneeighbnr.
the Appeals Office of IRS. Most banik, P o 5 wa will

can be settled without expensive and
time-consuming court trials. Your appeal
rights are explained in detail in both
Publication 5, Your Appeal Rights and How
To Prepare a Protest If You Don't Agree,
and Publication 556, Examination of
Returns, Appeal Rights, and Claims for
Refund.

If you do not wish to use the Appeals
Office or disagree with its findings, you
may be able to take your case to the U.S.
Tax Court, U.S. Court of Federal Claims, or
the U.S. District Court where you live. If
you take your case to court, the IRS will
have the burden of proving certain facts if
you kept adequate records to show your
tax liability, cooperated with the IRS, and
meet certain other conditions. If the court
agrees with you on most issues in your
case and finds that our position was largely
unjustified, you may be able to recover
some of your administrative and litigation
costs. You will net be eligible to recover
these costs unless you tried to resclve your
case administratively, including geing
through the appeals system, and you gave
us the information necessary to resclve the
case.

Collections

Publication 594, The IRS Collection
Process, explains your rights and
responsibilities regarding payment of
federal taxes. It describes:

* What to do when you owe taxes. it
describas what to do if you get a tax bill
and what to do if you think your bill is
wrong. It also covers making installment
payments, delaying collection action,
and i an offer in P

# IRS collection actions. It covers lians,
releasing a lien, levies, releasing a levy,
seizures and sales, and release of
property.

Your collection appeal rights are explained
in detail in Publication 1660, Collection
Appeal Rights.

Innocent Spouse Relief

Generally, both you and your spouse are
each responsible for paying the full
amount of tax, interest, and penalties due
on your joint return, However, if you
qualify for innocent spouse relief, you may
be relieved of part or all of the joint
liability. To request relief, you must file
Form B&57, Request for Innocent Spouse
Relief. For more information on innocent
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generally need to tell them limited
information, such as your name. The law
prohibits us from disclosing any more
information than is necessary to obtain or
werify the information we are seeking. Our
need to contact other persons may
continue as long as thera is activity in your
case. If we do contact other persons, you
have a right to request a list of those
contacted.

Refunds

You may file a claim for refund If you think
you paid too much tax. You must generally
file the claim within 3 years from the date
you filed your original return or 2 years from
the date you paid the tax, whichever is
later. The law generally provides for interest
on your refund if it is not paid within 45
days of the date you filed your return or
claim for refund. Publication 556,
Examination of Returns, Appeal Rights,
and Claims for Refund, has more
information on refunds.

If you were due a refund but you did not
file a return, you generally must file your
return within 3 years from the date the
return was due {including extensions) to get
that refund.

Tax Information

The IRS provides the following sources for
forms, publications, and additional
information.

« Tax Questions: 1-800-829-1040
{1-B00-829-4058 for TTY/TDD)}

* Forms and Publications:
1-800-829-3676 (1-800-B29-4059 for
TTY/TDD,

« Internet: www.irs.gov

* Small Business Ombudsman: A small
business entity can participate in the
regulatory process and comment on
enforcement actions of IRS by caling
1-888-REG-FAIR.

= Treasury Inspector General for Tax
A i You can (!
report misconduct, waste, fraud, or
abuse by an IRS employee by calling
1-800-366-4484 (1-800-B77-8339 for
TTY/TDD). You can remain anonymous.
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Chairman CAMP. Well, thank you very much, Mr. Werfel.

For the purposes of preparing your report, did you speak to
former Commissioner Doug Shulman?

Mr. WERFEL. I did not.

Chairman CAMP. Did you speak to former Acting Commissioner
Steve Miller?

Mr. WERFEL. I did not.

Chairman CAMP. Did you talk with Joseph Grant, the former
Deputy Commissioner for TEGE?

Mr. WERFEL. No, I did not.

Chairman CAMP. Did you talk with Chief Counsel William Wil-
kins?

Mr. WERFEL. Yes.

Chairman CAMP. What were the basic summaries of those con-
versations?

Mr. WERFEL. As a first matter, there were three things I set
out to do, which are in the report: First, understand where the
wrongdoing was so I could hold people accountable; second, under-
stand where the management failures and process mistakes were
in the Exempt Organizations Unit so we could fix them; and, third,
gain a broader understanding of IRS risks and operations.

And I spoke to many people within the IRS. In fact, my whole
senior leadership team engaged in an ongoing series of discussions.
And Bill Wilkins is one of the senior leaders within IRS.

Chairman CAMP. Did you talk to Sarah Hall Ingram, the former
Deputy Commissioner?

Mr. WERFEL. I have spoken to Sarah Hall Ingram, yes.

Chairman CAMP. As you prepared the report?

Mr. WERFEL. ——

Chairman CAMP. For the purposes of preparing the report, did
you speak to her?

Mr. WERFEL. I am not sure how to answer that question. I
spoke to her as part of my overall understanding of the situation
on the ground with the IRS. So, yes, I guess they all connect.

Chairman CAMP. Okay. And did you speak with Lois Lerner, the
former Director of Exempt Organizations?

Mr. WERFEL. I did not.

Chairman CAMP. Well, I would say that your initial conclusion
that the IRS found no evidence of intentional wrongdoing by IRS
personnel, given the number of key players that you did not talk
to, I think is not necessarily an initial conclusion, but an incom-
plete one. And I really don’t see how you were able to reach that.

But we know from our investigation that in the summer of 2011
Lois Lerner directed the Cincinnati office to change the “Tea Party”
label to “advocacy groups.” Do you think this was an intentional at-
tempt to cover up the targeting?

Mr. WERFEL. I don’t know—I don’t know the answer to that
question. I think more work needs to be done to evaluate the cir-
cumstances.

Chairman CAMP. Again, I find it difficult, then, to make the con-
clusion that no evidence of intentional wrongdoing by IRS per-
sonnel was done. But——
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Mr. WERFEL. What I am suggesting is there is no evidence in
the record to suggest that there was an intentional coverup of any
kind.

Chairman CAMP. But you didn’t even speak to her, so

Mr. WERFEL. But each time that I have made the point, each
time that I have made

Chairman CAMP. Mr. Werfel, I control the time. And my ques-
tion is, after she directed this change, Cincinnati intentionally
went back to targeting Tea Party groups. Do you know who was
responsible for this?

Mr. WERFEL. Do I know who was—well, I challenge the premise
of your question.

Chairman CAMP. After the change was made to “advocacy
groups,” the Cincinnati office went back to targeting Tea Party
groups. Do you know who was responsible for that activity begin-
ning again?

Mr. WERFEL. We are looking into the facts and circumstances
that arose. There are a lot of questions to be asked and answered
that haven’t been asked and answered yet. And I am not going to
reach a definitive conclusion before the investigation is complete.
y Chairman CAMP. If you don’t know, it is fine to say you don’t

now.

Mr. WERFEL. Yes.

Chairman CAMP. I think the answer is you don’t know.

Do you know who in Washington, D.C., directed the lawyers at
the Exempt Organizations Technical Office to hold up the Tea
Party applications?

Mr. WERFEL. I do not know the answer to that question.

Chairman CAMP. Is the IRS interviewing employees who were
directly involved with the Tea Party discrimination at this point?

Mr. WERFEL. Right now, the IRS is relying on the Justice De-
partment and the Inspector General to conduct those interviews.
We are working closely with them. But it is critical that, because
there is an ongoing criminal investigation, we do not step in front
of the Justice Department and the I.G. at this time.

Chairman CAMP. Is the IRS conducting any internal document
review outside of complying with the requests that Congress has
been sending the agency?

Mr. WERFEL. We are conducting a very thorough document re-
view at this time.

Chairman CAMP. Your report also states that there is no evi-
dence of the use of inappropriate criteria in other IRS business unit
operations. And how did you reach that conclusion? Are you inter-
viewing employees in these units and requesting information, or is
there

Mr. WERFEL. Yes, there is—the major divisions that are in-
volved in these types of activities of dealing directly with taxpayer
issues are our small business section; our large business section;
TEGE, which is the subject of the audit report; and Wage and In-
vestment.

I have met with the leaders of those operating divisions. We have
talked about the issues in the I.G. report that dealt with the Ex-
empt Organizations Unit. I have asked them to look internally and
do their own assessments of any specific evidence they may have
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of similar problems or challenges in their areas. They have deter-
mined that there are not—there is some good reason for that.

And, in particular, I think it is important to point out that in
this area of tax-exempt review, it is one of the very few areas with-
in the IRS where the nature of political activity is relevant to any
determination that we would make on eligibility or review. And so
the other areas of the IRS normally don’t involve themselves in po-
litical activity.

All this said, we understand and mean no—I am, like all of you,
very concerned about what is in this I.G. report. It is a very signifi-
cant concern. We are hearing from taxpayers that they are con-
cerned. And that is why, out of an abundance of caution and be-
cause it is important to reassure the taxpayers, we are going to re-
view all of our criteria across the entire IRS and report back to you
on our findings.

Chairman CAMP. So I think this leads into the statement in the
report that the IRS is digging deeper into the evidence “to deter-
mine if there are instances of wrongdoing or inappropriate conduct
beyond the mismanagement identified in the report.”

Mr. WERFEL. Absolutely.

Chairman CAMP. So that is beyond the Exempt Organizations
Division. In that process, are you reviewing documents requested
by Congress, or is there some other internal review in addition to
that?

Mr. WERFEL. I think there is a lot of overlap, Mr. Chairman.
You have asked, this Committee and other committees have asked
for an enormous footprint of documents, which is very justifiable.
And we are in the process of producing them and have produced
a lot of documents for this Committee and others.

We, as part of our efforts to get to the bottom of this, are looking
at a very similar footprint of documents in order to make sure that
we understand the causes of these circumstances so that we can
take the appropriate accountability steps and corrective action.

Chairman CAMP. Well, I would note we are just beginning to get
emails. And so it is not as if we have all the documents at our dis-
posal yet that we are going to need to review.

But I have another line of questioning. You acknowledged and
your report acknowledges that the IRS inappropriately targeted
Tea Party groups. And since then, there have been questions raised
about whether the IRS was inappropriately targeting progressive
groups.

And I would like to read to you the Treasury Inspector General’s
answer to this question, which the Minority was kind enough to
share with me this morning. “We reviewed all cases that the IRS
identified as potential political cases and did not limit our audit to
allegations related to the Tea Party.” So I would like to repeat that.
TIGTA did not limit its audit to just the Tea Party.

And let me just read another excerpt from their answer, their
written answer. “From our audit work, we did not find evidence
that progressives were used by the IRS to select potential political
cases during the 2010 to 2012 timeframe. We found no indication
in any materials that ‘progressives’ was a term used to refer cases
for scrutiny for political campaign intervention.”
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So we have conducted interviews with some of the key Cincinnati
IRS employees, and they have confirmed that to be true. Does any
part of your 30-day report contradict that recent letter and finding
by the Inspector General?

Mr. WERFEL. No, I don’t think any part of our report con-
tradicts it. What our report determines is that there is diversity in
the types of political organizations that were accounted for in the
BOLO list. And that is all that is in our report.

Chairman CAMP. And the BOLO list is a flagging. And only the
conservative Tea Party groups were referred for extra scrutiny,
isn’t that correct, at this point? That is what we know so far?

Mr. WERFEL. I think that is what the evidence points to so far.
But, as you have mentioned in your opening remarks, we are in the
early stages of this, and there is more investigation that needs to
be done to answer that very question.

Chairman CAMP. Yes. And the Inspector General is doing a
more thorough investigation. But at least in the recent letter he
sent us, he said he found no evidence to date. And your report, as
you have responded, doesn’t contradict that.

And thank you. I yield to Mr. Levin.

Mr. LEVIN. You know, to try to set the stage for some biparti-
sanship, just quickly, where did you start your government service?

Mr. WERFEL. I started my government service in the Office of
Management and Budget. I was at the Justice Department for
some time. But at the time that this Administration came, I was
a senior leader in OMB and serving under President Bush.

Mr. LEVIN. Your report states, “We have not found involvement
in these matters,” talking about the criteria, “by anyone outside of
the IRS.” Is that correct?

Mr. WERFEL. That is correct.

Mr. LEVIN. And you stand by that?

Mr. WERFEL. Yes, I stand by it. I think the statement in the
report is appropriately caveated with the point that there are ongo-
ing reviews and investigations that are necessary. But, at this
time, taxpayers and the public have questions, and the answer to
the question, have you found any evidence of intentional wrong-
doing, our answer is, no, we have not.

Mr. LEVIN. Your report also says—Ilet me just ask you, in terms
of the involvement outside of the IRS, have you found any involve-
ment by anybody in the White House?

Mr. WERFEL. No, we have not.

Mr. LEVIN. There has been reference here to the I.G.’s investiga-
tion. And I want everybody to understand, in the letter that was
sent there was use—there was a BOLO that had the word “pro-
gressives” on it. Is that correct?

Mr. WERFEL. Yes, that is correct.

Mr. LEVIN. And you have asked that that BOLO and all others
no longer be used?

Mr. WERFEL. That is correct. We suspended the use of all
BOLO lists.

Mr. LEVIN. The I.G. letter also indicates—and all of this was in-
dicated for the first time—that there was a number of groups, pro-
gressives, involved in the BOLO that were sent to a different group
within the IRS, and the I1.G. did not talk with anybody regarding
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what happened to those. So the notion that the selecting out was
only as to “Tea Party” and was not as to “progressives” is simply
incorrect.

And when the I.G. was sitting in your chair, he failed to indicate
who the others were. And when asked specifically if it included pro-
gressive groups in another committee or subcommittee hearing, he
wasn’t forthright. So I think he should come back and talk to us
and answer some questions.

Because, in terms of the selecting-out process, clearly it involved
progressive groups as well as Tea Party groups. That was clear
from the pie chart in his report, but he never delineated who the
others were, even as later asked. And if he had come forth with
that information, I think it would have undercut a lot of the wild
innuendos, that talk about a White House enemies list, that talk
about a culture of cover-up.

So we want him back. I hope, Mr. Chairman, you will have him
back.

And I think, Mr. Werfel, we know that you will encourage the
digging out of all the facts as fully as possible as you proceed. Do
you give us that pledge?

Mr. WERFEL. I do give you that pledge, absolutely.

Mr. LEVIN. Thank you.

Mr. WERFEL. Actually, Mr. Chairman, there is a question that
I answered from you that I think warrants further clarification——

Chairman CAMP. Fine.

Mr. WERFEL [continuing]. If that is okay?

Chairman CAMP. Yes.

Mr. WERFEL. And I don’t remember your exact question, but I
want to make sure that I get out early in this hearing so that we
have that basis of information to guide the questions, is that where
we are right now in our fact-gathering—and, as you said, it is
early—we have evidence, obviously, of diversity of political labels
used in the BOLO lists.

Chairman CAMP. Yes.

Mr. WERFEL. We have also—as another example of where we
have diversity of political labels, this week we are sending out let-
ters to taxpayers that have been in our backlog for more than 120
days to offer them this option, this fast-track option.

Chairman CAMP. Yes.

Mr. WERFEL. There is diversity of political labels in the groups
that are getting this letter.

And, also, it is our understanding, as we review the facts, that
there is a diversity of political labels in those organizations that
were put in through process for further review.

The challenge that I have in going deeper than that is as follows.
To go deeper into those facts could end up with sensitive taxpayer
information under 6103. The other challenge is that, in looking at
the diversity of groups, it is not always clear where they stand on
the political spectrum, and, frankly, I don’t want to know where
they stand on the political spectrum. I want the IRS to be in the
business of just detecting, because we have to under the law and
regulation, the extent of political activity, not knowing the type of
politics.
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But going back to your earlier question, I didn’t want to leave
the Committee with the impression that we are not seeing diversity
of political labels across the spectrum. What I am suggesting is
more analysis, significantly more analysis, is needed before we
reach more conclusions about what that means in terms of an IRS
failure or an IRS issue.

Chairman CAMP. Well, that is why I find it perplexing that you
would conclude there is no evidence of intentional wrongdoing by
the IRS, when the Inspector General says that he reviewed not
only just Tea Party cases but others and, in his letter dated June
26th, says that only Tea Party cases at this point were flagged and
sent to another review. There were no progressive cases sent to an-
other review.

Mr. LEVIN. To a different review.

Chairman CAMP. Please don’t interrupt me, Mr. Levin.

Mr. LEVIN. To a different review.

Chairman CAMP. And so I think that is an important point. And
that is why we need the full Inspector General letter in the record.

And I think that you might have called these “initial conclu-
sions,” and I think “initial” probably should be emphasized. I would
call them incomplete, given that we still have more information to
review.

With that, I will recognize Mr. Johnson.

Mr. JOHNSON. Thank you, Mr. Chairman.

Mr. Werfel, the American people want, need, and deserve to
know the truth, and I hope we get it.

Mr. Werfel, back in my district, it appears the Allen Area Patri-
ots have also been a target of the IRS. The bottom line is that the
IRS has been used as a political weapon. And that is just out-
rageous.

Mr. Werfel, instead of targeting Americans because of their be-
lief, why doesn’t the IRS target fraud and abuse that is costing
hardworking, law-abiding American taxpayers billions of dollars?

Mr. Werfel, I would like to play a short video clip on an issue
that I have been working on for some time now. The clip is from
a WTHR TV investigative report. And this isn’t a single case.

[Video shown.]

Over the years, the I.G. has sounded the alarm about fraud and
abuse with the $1,000 refundable Child Tax Credit. Do you agree
this is a problem, yes or no?

Mr. WERFEL. Yes, I certainly agree that our——

Mr. JOHNSON. Okay. That is good.

Isn’t it true that one of the rules to claim the Child Tax Credit
is that the child has to live with the tax filer for more than half
of the year, yes or no?

Mr. WERFEL. That is difficult to confirm, that eligibility point,
I agree.

Mr. JOHNSON. Why, then, isn’t the IRS enforcing this residency
rule? Mr. Werfel, I hope you will work with us to address this. I
have a bill that would help put a stop to this. In fact, the bill would
save taxpayers $24 billion.

I want to also ask you about another scandal, and that is the IRS
management of the Individual Taxpayer Identification Number pro-
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gram, or ITIN. Again, why doesn’t the IRS target fraud and abuse
instead of Americans for their beliefs?

Last summer, the I.G. issued a damning report in which it found
that TRS management discouraged IRS workers from detecting
fraudulent applications. The I.G.’s report led me to call on the
then-Commissioner Shulman to resign.

On the screen, I have Figure 6 from the 2012 1.G. report showing
most frequently used addresses for ITIN tax refunds. As you can
see, nearly 24,000 tax refunds, totaling $46.4 million, were issued
to the same address in Atlanta, Georgia. Bottom line, these ITINs
are costing taxpayers dearly because they can be used to fraudu-
lently get tax refunds.

And, last month, the I.G. issued another report that makes it
clear the IRS could be doing a better job protecting taxpayer dol-
lars. Just look at the figure on the screen. Over 1,000 ITINs were
assigned to individuals using the same address in Atlanta, Georgia.

Do you agree there is still a problem or not, yes or no?

Mr. WERFEL. I do agree there is still a problem, yes.

Mr. JOHNSON. Also, the I.G. found the IRS workers handling
the ITIN applications remained concerned that management will
basically pressure them to rubber-stamp applications instead of en-
suring that only qualified individuals receive.

Can you give us assurance that the IRS management won’t do
this anymore?

Mr. WERFEL. I need to look further into that allegation. But, on
its face, it sounds like something that is inappropriate, and I will
work with the team. I

Mr. JOHNSON. Let me just say in closing, your own report ac-
knowledges the Tax Code is nearly impossible to administer be-
cause it is so complex. And, based on the billions in improper pay-
ments being made with refundable credits, I will just say your
agency is proving you right every day. And it is time for the IRS
to stop targeting Americans and start targeting fraud.

I yield back.

Chairman CAMP. All right.

Mr. Rangel is recognized.

Mr. RANGEL. Welcome to the Committee.

You have said there is diversity in the BOLO lists, and you
admit that conservative groups were on the BOLO lists. Why is it
that we don’t know whether or not there were progressive groups
on the BOLO lists?

Mr. WERFEL. Well, we do know that the word “progressive” did
appear on a set of BOLO lists. We do know that.

When I was articulating the point about diversity, I was trying
to capture that the types of political organizations that are on these
BOLO lists are wide-ranging. But they do include progressives.

Mr. RANGEL. But, you know, we seem to know what a conserv-
ative is, but people—how come “progressive” now becomes “diver-
sity” instead of what it is? It is groups that are considered to be
liberal as opposed to the Tea Party that is considered to be conserv-
ative. Is that correct, fair?

Mr. WERFEL. I think it is fair. I think——

Mr. RANGEL. Okay. As long as it is fair, why are you having
a problem with the Chairman? Couldn’t you say that, in deter-
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mining whether there was abuse of the provisions of the Internal
Revenue Code, the staff were looking for signals for organizations,
whether they were liberal or whether they were conservative, and
the methods they used were not appropriate? Is that a fair state-
ment?

Mr. WERFEL. I don’t want to jump to a particular conclusion.
I want——

Mr. RANGEL. Well, what part of that statement gives you a
problem?

Mr. WERFEL. Because where we are right now in our review is
we understand that these political labels of varying types were on
the BOLO lists, and we understand

Mr. RANGEL. Okay. “Tea Party” is a type, right?

Mr. WERFEL. Yes.

Mr. RANGEL. Can you give me a type of name that would de-
scribe a progressive, Democratic, liberal organization?

Mr. WERFEL. That is where—I mean, the word—and this is
where I reach my conclusion that there is a broad range or diver-
sity in the political groups, because there are some more on the ob-
vious side of the spectrum like the “Tea Party” and then——

Mr. RANGEL. That is good enough for me. You are saying that
there are groups that you can say are progressive groups.

Mr. WERFEL. I would put them in three categories. There are
ones that are clearly on the conservative end of the spectrum, some
that are clearly on the liberal end of the spectrum, and then there
is a set of groups where it is difficult to determine on the facts
where they would land on that spectrum. And maybe they don’t
land anywhere on that. Maybe they land right in the middle.

Mr. RANGEL. Well, that just makes so much sense. And, so far,
even though you don’t like the technique that was used, you don’t
find that there was any deliberate political attacks made. It was
just that they were trying—based on what you know now, they
were trying to do their job, and they didn’t do it in the right way.

Mr. WERFEL. Yes, my position is that the way in which this
should be structured, it should be looking generically at political
activity and not using labels that point toward particular political
persuasions, because that is inconsistent with the IRS mission
statement for how we are supposed to do our work.

Mr. RANGEL. Do you think it is possible that the White House
would be supporting a targeting of progressive organizations that
supported his candidacy?

Mr. WERFEL. I don’t even want to speculate on that. From my
short time at the IRS, I have seen no interaction between the
White House and the IRS that would extend to that level. I person-
ally have had no contact with the White House other than to brief
the President on this report.

Mr. RANGEL. And could you produce to us the type of names
that are on the BOLO lists so that we can make determinations as
to whether we think they are from the left or the right? Could you
help us out with that?

Mr. WERFEL. That has been provided to the Chairman, given
the taxpayer-sensitive nature of the information protected by Sec-
tion 6103 of the Code.
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Mr. RANGEL. So you are saying the Chairman has a list of orga-
nizations that were considered to be progressive that were tar-
geted.

Mr. WERFEL. What I am saying is the Chairman has been de-
livered the unredacted version of the BOLO lists.

Mr. RANGEL. And that list that is unredacted includes organiza-
tions that are considered to be progressive.

Mr. WERFEL. It includes taxpayer-sensitive information across
a broad spectrum of political organizations.

Mr. RANGEL. So the Chairman knows, or should know, that the
targeting concerned liberal as well as conservative organizations.

Mr. WERFEL. That is not a question I feel appropriate to an-
swer.

Mr. RANGEL. But that information was delivered to the Chair-
man.

Mr. WERFEL. We have delivered both the redacted and un-
redacted version of all the BOLO lists to this Committee.

Mr. RANGEL. And the unredacted includes progressive organiza-
tions.

Mr. WERFEL. It does, because it is on both the redacted and the
unredacted, yes.

Chairman CAMP. All right.

Mr. RANGEL. Thank you so much, Mr. Chairman.

Chairman CAMP. Time has expired.

And, Mr. Rangel, I do want to note for the record that that infor-
mation was also provided to the Senate Finance Chairman, Mr.
Baucus.

And you should know that I have also delegated 6103 status to
Mr. Levin, so any 6103 information I have Mr. Levin also has.

Mr. RANGEL. Are progressive organizations on that?

Chairman CAMP. Yes. So we are working in a bipartisan way in
terms of the sharing of 6103 information.

Mr. RANGEL. You don’t know how glad I am to hear that, Mr.
Chairman. There appeared to be so much confusion before, but at
least we know that the abuse was to both types of organizations,
conservative as well as so-called progressives. Thank you.

Chairman CAMP. And never wanting to comment too much on
the Senate, I believe Mr. Baucus has also shared this information
with Mr. Hatch, Senator Hatch.

Mr. RANGEL. Thank you.

Chairman CAMP. So now I will recognize Mr. Brady.

Mr. BRADY. Mr. Werfel, who initiated the targeting of conserv-
ative organizations for extra scrutiny based on their political be-
liefs?

Mr. WERFEL. That question is still subject to further investiga-
tion.

Mr. BRADY. Who have you interviewed in the IRS on that mat-
ter?

Mr. WERFEL. There are a variety of different employees being
interviewed——

Mr. BRADY. No

Mr. WERFEL [continuing]. By the Inspector General, the Justice
Department.
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I know you are going to make the point that I have not person-
ally interviewed the

Mr. BRADY. Or——

Mr. WERFEL [continuing]. Employees. I understand that.

Mr. BRADY. Because you just testified you have not——

Mr. WERFEL. I have not.

Mr. BRADY [continuing]. Interviewed anyone within your agen-
cy.

Mr. WERFEL. Right. And if it is helpful to the Committee, I can
explain the structure of my review——

Mr. BRADY. Sure.

Mr. WERFEL [continuing]. And how we are——

Mr. BRADY. Let’s go to the

Mr. WERFEL [continuing]. Uncovering every fact

Mr. BRADY. Let’s go to the key questions.

Mr. WERFEL. Please.

Mr. BRADY. You don’t know who initiated the—who initiated
the targeting of donors to conservative organizations who improp-
erly apply the gift tax to their donations?

Mr. WERFEL. Again, the types of questions that were raised to
donors

Mr. BRADY. Who, I guess is my question?

Mr. WERFEL [continuing]. Are still subject to further investiga-
tion. I am just taking issue with the “targeting of donors.” I want
to make sure that there is no supposition of-

Mr. BRADY. Commissioner, please. At this point, you haven’t
interviewed them yet, so you can’t honestly know, correct?

Mr. WERFEL. We

Mr. BRADY. That is not a crime.

Mr. WERFEL. No, no, no. It is not a question of that we haven’t
interviewed.

Mr. BRADY. Okay.

Mr. WERFEL. It is a question of that the investigation is ongo-

ing.
Mr. BRADY. Who leaked private taxpayer information, including
donors to the National Organization for Marriage, to the Huff-
ington Post and the Human Rights Campaign? Do you know?

Mr. WERFEL. I do not have that information.

Mr. BRADY. Who leaked private taxpayer information for 31
conservative groups to the media, specifically ProPublica? Do you
know?

Mr. WERFEL. I don’t have that information. I will point out that
the I.G. reviewed those circumstances and found those releases of
information to be not intentional.

Mr. BRADY. But you don’t know who leaked it.

Mr. WERFEL. I don’t have that information at my fingertips.

Mr. BRADY. Who leaked private tax information to participants
of the President’s Economic Recovery Advisory Board?

Mr. WERFEL. Again, I have to learn more about the circum-
stances of each issue that you are identifying

Mr. BRADY. Who at the agency in Washington or within the
White House was involved in the targeting, delay, and intimidation
of applicants on the “Be on the Lookout” list? Do you know?
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Mr. WERFEL. I can answer some of the questions. I will say
this. I am not aware of anyone at the White House, the Treasury
Department, or otherwise that was involved in this. As I have said,
all the evidence that we have points to the involvement of individ-
uals within the IRS. And I am happy to talk through——

Mr. BRADY. Right.

Mr. WERFEL [continuing]. That with you.

Mr. BRADY. Let’s do—let’s talk through this.

Mr. WERFEL. Okay.

Mr. BRADY. In regard to the targeting delays of the King Street
Tea Party/True the Vote application, who, at the time IRS shared
private taxpayer information to other Federal agencies, such as the
FBI, ATF, and OSHA, do you believe was involved?

Mr. WERFEL. I believe, based on the question you have just
asked me, it is a question about a specific taxpayer, and I can’t an-
swer that question.

Mr. BRADY. Finally, who at the IRS was involved in covering up
this pattern of abuse within the agency and concealing it from the
public and Congress for the past 2 years?

Mr. WERFEL. Again, I don’t know that I would be comfortable
with the characterizations in the question. But I am happy to walk
through the managerial chain with you and the events as I under-
stand them.

Mr. BRADY. I guess my point is, you are not conducting inter-
views. You don’t know answers to the key questions. Yet, in your
report, you declare, “There is no evidence of intentional wrongdoing
or misconduct on the part of IRS personnel”—there is no evidence
of intentional wrongdoing.

Mr. Werfel, this report is a sham. I would call it a whitewash,
but it is too thin and unsubstantial to even meet that description.

And my point to you is that you don’t work for the IRS; you work
for the American people. Your job isn’t to cover up, it is to open
up this agency. Because what we are seeing, these patterns of
abuse and intimidation, the only goal appears to be to silence the
voice of people whose views you don’t like. And so getting to the
truth is critical.

So my question is, I am told you are a decent person, so are you
serious about getting to the truth?

Mr. WERFEL. Absolutely. Absolutely.

Mr. BRADY. Are you serious about

Mr. WERFEL. And I am serious about

Mr. BRADY [continuing]. Restoring the integrity of the IRS?

Mr. WERFEL. I am serious about getting to the truth, and I am
serious about doing it consistent with the rule of law and proce-
dure. And many of the criticisms that you are levying in your set
of questions, in order for me to overcome those criticisms, in many
cases I would have to violate that rule of law and procedure.

Mr. BRADY. Let’s do this.

Mr. WERFEL. So if:

Mr. BRADY. Let’s do this.

Mr. WERFEL. Okay. Go ahead.

Mr. BRADY. Since you are serious, will you commit to returning
to the Committee in 30 days with more complete answers to the
key questions before us?
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Mr. WERFEL. Absolutely. As these answers become available, I
am ready to submit them.

But I think it is very important to understand that, in gathering
these answers, we have to follow the rule of law and procedure. So
the point

lé/lr. BRADY. You know, wouldn’t it have been great if the
IRS——

Mr. LEVIN. Could the witness finish? Point of order.

Mr. BRADY. If I can finish?

Chairman CAMP. Mr. Brady controls the time.

Mr. LEVIN. But let the witness answer the questions.

Chairman CAMP. It is up to Mr. Brady to conduct his ques-
tioning as he sees fit.

Mr. BRADY. Wouldn’t it have been terrific if the IRS had fol-
lowed the rule of law and procedure when targeting these conserv-
ative groups and donors, leaking their private taxpayer informa-
tion, concealing it from the public, and then misleading Congress?

You need to understand one thing. The Ways and Means Com-
mittee is going to get to the truth, good or bad. We are not going
to stop until we learn the whole truth. And we are going to reveal
who initiated these abuses, who participated, who encouraged
them, and who concealed them. We are going to hold them account-
able, including you if you hinder this investigation. And then we
are going to make sure the IRS never does this again to average
taxpayers.

I yield back.

Chairman CAMP. All right. Time has expired.

Mr. McDermott is recognized.

Mr. MCDERMOTT. Thank you, Mr. Chairman.

Mr. Werfel, thank you for being willing to be the Director of the
IRS. After that last set of questions, I think it is important to
thank you. You have been at the center of a firestorm, as has the
whole agency. And the IRS has made attempts to address the criti-
cisms and meet the challenges that face us.

I said it before in this Committee, but it bears repeating: The
IRS has a difficult and almost impossible and thankless job. It is
the agency easiest to dislike and easiest to throw under the bus.
You go back to the Bible, who do they pick out to talk about? Tax
collectors. Remember Zacchaeus? These are the people who are at
the bottom of the society. And that is the way we are treating IRS
people, and I don’t believe it is fair. You are hardworking, dedi-
cated civil servants who do your very best to administer the law.

Now, I am going to stop my—what I was going to say, except to
say one thing. I don’t think BOLO lists should be thrown out.
Every time I get on a United Airlines flight to go home to Seattle,
before it leaves the ground the first officer leaves the cockpit and
goes down a BOLO list. He is on the lookout for a lot of things on
that plane. You use it to organize your thinking.

The American College of Surgeons has just adopted BOLO lists.
Before they take somebody into surgery, there is a whole long
checklist of things that they look at in anticipation before they put
you under anesthesia and do surgery.

We think that is the way you organize your thinking. And it is
clear to me that a “Be on the Lookout” list is a good idea. So don’t
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say you are going to throw them away, because we know that—oth-
erwise, you become the DMV in Seattle, where you go in to get
your driver’s license, you take a number, and you wait, and you
will have a long line of people because they are not organized. They
are taking them one at a time. And if you take 292 or 298 one at
a time and don’t organize your thinking, it doesn’t make any sense.
So I want you to be careful about how you reorganize.

But I would like you to take the rest of my time to answer the
questions that Mr. Brady kept interrupting you on.

Mr. WERFEL. I appreciate that, Congressman.

The point I was trying to make in response to Mr. Brady’s ques-
tions was that there are certain procedures that need to be followed
in getting the answers that this Committee is looking for and the
American people are looking for.

As an example, clearly, the employees involved need to be inter-
viewed. And I am helping to make sure that those employees are
interviewed. The issue is that I have been asked by the Justice De-
partment and the Inspector General to enable them to do the inter-
views, to ask all the thorough questions to get to the bottom of this,
because that will make sure that if there is a prosecutorial action
that needs to be taken, that it will be clean and the evidence chain
will be clean. These are very specific instructions coming from the
Justice Department and the Inspector General.

So the notion that no witnesses are being interviewed is not ac-
curate. The accurate answer is that witnesses are being inter-
viewed. Whether I am personally sitting across the table or not
from interviewing—I would love to be able to. But the reality is I
am going to follow the process and the rule of law in getting to the
bottom of it. And one of the constraints that I have is that I have
to let professional investigators do the interviewing. And that is a
constraint that I am willing to live with, because I trust that these
professional investigators will be able to get to the bottom of it.

One more point that I want to make is about the rule of law and
procedure around accountability. There is going to be a lot of ques-
tions and implications that the accountability is not real because
people are still at the IRS and they are still getting a paycheck.

The reality is that when you take personnel action for discipline
against a civil servant, there are rules of procedure that need to
be followed. And if I went off and cut out those rules of procedure
and fired people and suspended them without pay, then I person-
ally would be violating those rules of law and procedure.

And they are put in place for a reason. Those due-process protec-
tions are put in place so that, in the event that an employee is un-
fairly selected for discipline, they have an opportunity to defend
themselves. There is a good reason for them.

So when we see things that bother us in government, in par-
ticular in the IRS, and we want people held accountable, what we
need to focus on is making sure that we are following a very dili-
gent and expedient process in holding those individuals account-
able. And that is what we are doing right now. We are pursuing
the correct set of disciplinary actions, but we are doing it consistent
with the laws and regulations that govern our operations.

Chairman CAMP. All right. Thank you.

Time has expired.
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Mr. MCDERMOTT. Thank you, Mr. Chairman.

Chairman CAMP. Mr. Ryan is recognized.

Mr. RYAN. Thank you.

Mr. Werfel, Secretary Lew asked you to put this report together
to make sure that nothing like this ever happens again. I look at
page 35, and I see basically a case made for a budget increase.
Your budget asks for over a billion dollars in more spending for
your agency, and you are asking us to hire another 4,572 employ-
ees.

Let me read to you what we have already learned in just 2
months. In just 2 months, we have a conference in Atlanta which
a celebrity chef, Wolfgang Puck, catered, costing $2.4 million; we
have a conference in Anahelm Cahforma $4.1 million; a con-
ference in Philadelphia, $2.9 m11110n a conference in San Diego,
$4.1 million.

At one of these conferences, you spent $135,000 for 15 speakers.
That is about $9,000 per speaker. The IRS paid for the Deputy
Commissioner to stay 5 nights in the presidential suite at the Hil-
ton hotel during one of these conferences. You paid $17,000 to a
speaker to create paintings of Bono, Michael Jordan, Abraham Lin-
coln, and others.

We hear of a report of crony contracting between an—improper
relationship between an IRS contractor and a person whose busi-
ness had less than $250,000 in income the prior year, getting
awarded a $500 million contract.

Between 2010 and 2012, you had 225 conferences, costing $49
million.

Let me see if I can put this in perspective for you. I represent
the town of Sturtevant, Wisconsin. A little less than 7,000 people
live there. It is a great village. The village of Sturtevant is basi-
cally a blue-collar town. People work at the Case tractor factory.
They work at the S.C. Johnson factory. It is surrounded by corn-
fields and bean fields and lots of small businesses.

It took more than 100 percent of the Federal taxes paid by the
working families of the Village of Sturtevant, Wisconsin, to pay for
the 225 conferences you arranged for at the IRS from 2010 to 2012.
That is the way you need to think of this. People are working hard,
they are living paycheck to paycheck, they are paying their taxes,
and this is what you are spending their taxpayer dollars on?

And now you come here asking us for a billion dollars, about a
10 percent increase. You are asking us to hire another 4,500 peo-
ple.

I represent Rock County, that is my home. The population of
Rock County, all the families of Rock County, their taxes wouldn’t
even cover the billion-dollar increase that you are asking for.

You are here representing the President. You are asking us for
this increase. I know you are new to the IRS, you come from the
Office of Management and Budget, and you have a great reputa-
tion. So you are a budget cruncher. How on earth do you think you
have the moral authority to ask for this? Why would we, rep-
resenting the taxpayers we represent, give you all this extra money
you are asking for if this is what the IRS is doing with hard-earned
taxpayer dollars? We are seeing just in 2 months waste, fraud,
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abuse, and taxpayer targeting, and you are saying give us another
billion dollars. Why should we do that?

Mr. WERFEL. Congressman, you are asking very important
questions and I would love the opportunity to address them.

First, I agree that the costs that you are referring to are exces-
sive and in many cases inappropriate and should not have hap-
pened. The reports that are coming out that are identifying these
are covering events that occurred 2 and 3 years ago. And my con-
cern is great, but my concern would be even greater if I saw that
those patterns of spending are continuing through today.

In many cases they are not. We are looking at a 68 percent cut
in training travel, we are looking at a 45 percent cut in other travel
in the IRS. We have cut our printing by 30 percent, we have cut
our professional and technical services by 25 percent. There are
deep cuts going on

Mr. RYAN. Okay.

Mr. WERFEL [continuing]. In a lot of these activities. Now——

Mr. RYAN. Okay. Here is my suggestion. Let’s have these cuts
take place and then have you come back to us in a year or 2 and
let’s see if you are running this place well, then we will consider
a budget increase. How does that sound?

Mr. WERFEL. I will say that it is a fair point. I will say this,
that there are more cuts to be made. And I think in this report,
in section three, and in subsequent testimony that I will give to
this Committee, I will furnish for you additional cuts so that
we can go even deeper so that every penny is watched even more
closely——

Mr. RYAN. Great. So it sounds like you don’t need a budget in-
crease.

Mr. WERFEL. No, I am not saying that, because I think there
is a broader macro point. It goes, I think, back to some of the ques-
tions that Congressman Johnson was asking. We still have an in-
dispensable mission to enforce the Tax Code, to go after fraud. The
cuts that we are seeing dwarf any kind of conference expenditures
that we have. The materiality difference is much different. And we
just have to look at this and say, okay, has the IRS done enough
to get its shop in order to cut those excessive costs? I will make
the case to you that we are going in the right direction. But I will
also make the case to you that if we underfund other critical prior-
ities that lead to improved taxpayer service and improved enforce-
ment of the Tax Code then we are leaving dollars on the table for
the American people because every dollar spent by the IRS has a
positive

Chairman CAMP. Time has expired.

Mr. RYAN. Just don’t forget, you work for the taxpayer, it is not
the other way around.

Mr. WERFEL. I understand that.

Chairman CAMP. Time has expired.

Mr. Lewis.

Mr. LEWIS. Thank you very much, Mr. Chairman.

Thank you, Mr. Commissioner, for being here.

Could you tell us how long you have been on the job?

Mr. WERFEL. I started

Mr. LEWIS. How many days?
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Mr. WERFEL. It has been about 34 days.

Mr. LEWIS. So all of this stuff, all of this stuff just evaporated
into air? It didn’t happen on your watch?

Mr. WERFEL. No, I arrived in late May and am doing my best
to identify the problems and fix them.

Mr. LEWIS. Could you tell us something about your background,
your last job?

Mr. WERFEL. Yes. I think you know, and I have talked about
this before in other hearings, the reason why I was chosen for this
job is a couple of different reasons. And I appreciate Congressman
Ryan’s comment that I have a strong reputation. I served in leader-
ship positions in both the Bush and Obama Administrations. I con-
sider myself to be nonpartisan. The issues that I have worked on
across my career have been very nonpartisan. It is all about better
government management, reducing fraud, reducing error, reducing
improper payments, improving the way the government manages
its real estate, just very nuts and bolts.

I think Ranking Member Levin referred to me as a technocrat,
and I have developed an expertise in public sector management
over a 16-year career as a civil servant. Most recently in my role
at OMB I developed a reputation and experience in tackling some
of government’s toughest challenges. For example, back in 2009,
2010 I was the Administration’s lead on implementing the Recov-
ery Act, which was a very large and complex law that involved a
lot of different technical complexities that needed to be done, and
I was the point guard for it and developed a reputation of doing
it effectively.

More recently I have been involved in helping the government
prepare for a government shutdown, helping us deal with the se-
quester. These are tough public sector management challenges, and
I was able to distinguish myself to the Administration leadership
as someone who can handle a situation like this effectively.

So when you combine those factors I think the bottom line is,
and when I was presented with this opportunity I basically said,
I will do this. I am going to do it because I am going to have this
guiding principle that I am always going to work to find the right
answer to every challenge that I am confronted with. I am doing
what is in the best interest of the taxpayer, I am doing this in the
best interests of the IRS. And I think if I can hold to those guiding
principles then I am going to be able to go to sleep every night
knowing that it was a smart decision to take this job and take the
IRS forward.

Mr. LEWIS. Mr. Commissioner, I want to thank you for your
willingness to serve, to put yourself in the way and make a con-
tribution to getting the IRS in order.

How do you feel about the IRS’ future in processing tax-exempt
organizations’ applications?

Mr. WERFEL. When I arrived in late May we had a very broken
process, clearly. The IG report points to both management and
process failures that were going on in that area. There is new lead-
ership in place, I have a lot of trust in those new leaders. In
particular, an individual named Ken Corbin is now running the
Exempt Organizations Unit. He is a process expert. He is already
inspiring in me a lot of confidence that he is in there working the
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issue, reengineering, and redesigning the process, and making the
appropriate fixes.

We have agreed to all nine IG recommendations for how to fix
the Exempt Organizations Unit. We are making good progress on
that and that progress is outlined in this report. We are taking
steps above and beyond what the IG recommended, because we
think there is even more to be done to make sure that we are ex-
tremely robust in our fixes. Those are also outlined in the report
and we are making good progress there.

It is a challenging environment. What I have learned is review-
ing these applications for tax-exempt status is difficult because you
are on a foundation of ambiguous laws and regulations. And as I
said, in very few other areas within the IRS is a determination on
the nature and extent of political activity a relevant factor to con-
sider. So this part of the IRS has this kind of unique set of require-
ments. And, clearly, when you combine that unique set of require-
ments and management weakness and leadership weakness, we
had a failure. But I am optimistic that we have the right people
in place right now, specifically in the Exempt Organizations Unit,
in services and enforcement, to lead us to get this problem cor-
rected.

Mr. LEWIS. Well, thank you very much, and I look forward to
working with you.

Chairman CAMP. Thank you.

Mr. Reichert.

Mr. REICHERT. Thank you, Mr. Chairman.

Mr. Werfel, isn’t it true that 100 percent of Tea Party applica-
tions were flagged for extra scrutiny?

Mr. WERFEL. It is my understanding the way the process
worked is if there was Tea Party in the application it was auto-
matically moved into this area of further review, yes.

Mr. REICHERT. Okay. And do you know how many progressive
groups were flagged?

Mr. WERFEL. I do not have that number.

Mr. REICHERT. I do.

Mr. WERFEL. Okay.

Mr. REICHERT. Our investigation shows that there were seven
flagged. Do you know how many were approved?

Mr. WERFEL. I do not have that number at my fingertips.

Mr. REICHERT. All of those applications were approved.

I want to follow up on some questioning that occurred a little
earlier in the hearing regarding intent. I am an old cop, 33 years.
Most of that time I was a homicide investigator. So we dealt a lot
with criminal intent. And so when you use the word intentional or
unintentional it sort of is a flag for me to inquire a little bit fur-
ther.

So are you talking about criminal intent? Are you finding that
there is no criminal intent? Or are you saying that there is no in-
tent to what?

Mr. WERFEL. The questions that are being asked by investiga-
tors deal with both criminal intent and other types of intent,
which, for example, could mean political bias, but no criminal in-
tent. There is gradations here. I am not a legal expert on them.
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But I know that part of the ongoing review is to understand the
nature and circumstances of this.

Mr. REICHERT. I also know that there are two investigations
that occur, just like there were in the sheriff’s office when I was
the sheriff in Seattle. You have the criminal investigation that is
ongoing and then you have an internal investigation. Sometimes
we know the internal investigation is put to the side while the
criminal investigation continues on.

Are you in contact with those that are conducting the criminal
investigation? Are they making you aware of the information that
they are finding as far as any possible criminal allegations with
any of the employees within the Internal Revenue Service?

Mr. WERFEL. My main point of contact in this effort is Russell
George, the Inspector General, and his team. He is working directly
with the Justice Department. They give us periodic updates on
their progress.

Mr. REICHERT. Do you have any information that there may be
some criminal—

Mr. WERFEL. No such evidence has been shared with me at this
time.

Mr. REICHERT. So to get back to the intent part, your report
states that some applicants were subjected to overly burdensome,
intrusive questions, questionnaires, and data requests that went
way beyond the acceptable level of factfinding. Yet at the same
time it says that none of the actions taken by the IRS employees
were intentional. I don’t understand that, how you can ask those
questions, provide those questionnaires, asking for certain data,
but yet be unintentional in conducting that sort of activity.

Tea Party members had—a donor had been threatened, some do-
nors have been threatened. They had confidential information that
had been leaked. They were sent inappropriate and intrusive ques-
tions, unintentionally threatening donors. I don’t understand unin-
tentional in that light either.

And so I am falling in line with what Mr. Brady said, that the
report—I understand your desire to be a public servant, you want
to do the right thing, but in order for you to do that, Mr. Werfel,
and for the American public to have trust in you and the IRS
again, you can’t be vague and misleading in your statement that
you have given to this Committee. You say that even after senior
IRS leadership was informed of the inappropriate activities in
question it failed both to effectively put an end to the activity and
to inform the proper committees in Congress in a timely fashion
despite requests from Congress on this topic.

So I don’t understand how your leadership could be found to be
unintentional and why they are not reporting to Congress. Mr. Mil-
ler sat here and conveniently lost his memory during his ques-
tioning. So could you explain to me unintentional?

Mr. WERFEL. I can.

Mr. REICHERT. It makes no sense to me and I am sure it makes
no sense to the American public.

Mr. WERFEL. Let me offer my best explanation.

First, I want to go back to the point where we are hearing ques-
tions from taxpayers, they want to know if there was intentional
wrongdoing here. We are answering that question very carefully
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and saying there is more work that needs to be done but right now
we don’t have evidence.

Mr. REICHERT. But, Mr. Werfel, you really can’t say that it was
unintentional is my point.

Mr. WERFEL. Let me address that.

Mr. REICHERT. You should not be saying—sir, you should not
be saying in your report that you found that this was uninten-
tional, because you don’t know. You don’t know.

Mr. WERFEL. And that is basically what we are saying, there
is no evidence.

Mr. REICHERT. Is that true, you don’t know?

Mr. WERFEL. But let me make the point about

Mr. REICHERT. Why did you say it was unintentional?

Mr. WERFEL. Let me offer

Mr. REICHERT. No, why did you say it was unintentional when
you don’t know? You just said you don’t know.

Mr. WERFEL. I did not say that it was unintentional.

Chairman CAMP. Time has expired. Mr. Werfel, why don’t you
answer briefly and then we will go on.

Mr. WERFEL. Okay. First of all let me clarify what I said. I said
very clearly in the report that more work needs to be done to re-
view documents, to interview folks, but at this point we don’t have
any evidence of intentional wrongdoing.

And what we meant by that is that it is a different situation if
a manager thinks and an employee thinks this is the right thing
to do, this is how I am supposed to conduct my business. And they
could be mistaken, and they could be incompetent, and it could be
total mismanagement in how they think they are appropriately car-
rying out their duties, which is different than them saying, I know
this is wrong, but I am going to do it anyway because I have a par-
ticular agenda in mind. And that is the difference that we are try-
ing to distinguish.

Chairman CAMP. All right, thank you. Time has expired.

Mr. Neal is recognized.

Mr. NEAL. Thank you, Mr. Chairman.

Mr. Werfel, do you need 2 more minutes of my time.

Mr. WERFEL. No—thank you for the offer, though. Thank you.

Mr. NEAL. Mr. Werfel, clarify something. The IG letter states
that there are at least two groups of specialists within the IRS that
used the BOLOs. The first is the specialists that are dealt with in
298 cases flagged for political campaign intervention. The second,
it is the team of specialists in the Touch and Go unit. We know
that some of the progressive group applications went to the 298
teams of specialists. The Inspector General did not investigate how
the progressives were handled by the Touch and Go unit. Have you
looked into this?

Mr. WERFEL. Yes, we are in the process of looking into it. When
the report says that we start with the audit report and all the var-
ious materials that the Inspector General provided us in support
of the audit report we are going deeper than that and broader than
that. That is, for example, how we found the BOLO lists with the
inappropriate criteria because we were going beyond the Inspector
General footprint. And, of course, when we found them we put an
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immediate suspension to them because we were very concerned
about them.

And when you go deeper and broader into this issue you see
other categories. You mentioned Touch and Go. And so we are look-
ing into it and trying to understand, how were these lists used,
what were the circumstances that caused these inappropriate polit-
ical labels to occur? How were they used? What impact did it have
on taxpayers?

These were all questions that we are asking in real time, and
like everyone on this Committee I want answers to them, but I am
going to follow an expedient and fair and thorough process to get
those answers. And I will be back here to answer those questions
in the future.

Mr. NEAL. You are congratulated by Members on the other side
for the vigor with which you have taken up the task of pursuing
these different questions and then you are accused of not doing fol-
lowup. I mean, there is an element of inconsistency to that as you
try to figure out how to pursue new information and data as you
come across it.

Now, the issue really here for all of us is the following. Citizens
United caused the IRS to be flooded with applications from groups
seeking 501(c)(4) status, and why was that? In large part it is be-
cause Super PACs must disclose their donors while 501(c)(4)s do
not. That is really what happened here.

And as we have tried to unearth some of these questions where
Members on the Democratic side have been equally vigilant in pur-
suing what we might deem to be egregious moments with IRS pur-
suit, it is obvious as well that you haven’t finished your work and
you need to be given some time and opportunity to pursue these
cases.

We all need to be outraged. The American people shouldn’t be
afraid of the IRS, we have all established that. But I think the sim-
ple point is you would argue you need more time. Is that correct?

Mr. WERFEL. Absolutely we need more time. And my hope
today, and in this report, and in every communication I have with
the public or the Committee, is that there is transparency into the
process that we are following. And I want to be clear that the proc-
ess that we are following has certain legal and process constraints,
procedural constraints, but we are moving as expeditiously as we
can. We are getting documents to the Committee, witnesses are
being interviewed, materials are being furnished to the Congress.
A lot of the questions orient around materials that we provided as
part of this growing investigation of information that we provided
earlier this week.

So absolutely, there are more questions to answer. And I think
the track record we are demonstrating here is a diligence to answer
them, but also a caution to make sure that we are following the
rule of law and procedure in doing so. It is a tough balance be-
cause, as I said, I want these answers as quickly as possible. But
it is absolutely essential that I follow appropriate due process pro-
cedures in running this investigation. I think any investigation
across a broad spectrum of organizations and leaders and legal in-
vestigations would follow those same principles.
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Mr. NEAL. Mr. Chairman, we are all better off if we have an ac-
curate portrayal of precisely what happened as opposed to the ac-
cusatory tone that is being suggested. And you can see, inciden-
tally, that the argument has already shifted here. We have moved
to the conferences, which is a legitimate criticism, away from the
focal point of this hearing, and that is whether or not political
groups were targeted by the IRS. So it occurs to me that perhaps
some of the argument is weakening on the other side.

Thank you. Thank you, Mr. Chairman.

Chairman CAMP. Thank you.

Dr. Boustany.

Mr. BOUSTANY. Thank you, Mr. Chairman.

Welcome, Mr. Werfel.

Mr. WERFEL. Thank you.

Mr. BOUSTANY. I agree it is going to take time to get to the
bottom of this, but one disagreement I have with you at this point
in time with the 30-day report, Mr. Werfel, is I don’t see a sense
of urgency. The big picture here is that you have an obligation on
your shoulders to restore the trust in this entity, the IRS, to re-
store the trust with the American people and with this Congress.

Now, in your report you have a section titled “Transparency with
Critical Oversight Organizations” where you talk about the IRS’
failure to properly inform Congress about the issues that were oc-
curring, even after congressional committees specifically began ask-
ing questions, and we started asking questions years ago on this.
But let me get this straight, in Acting Commissioner Miller’s June
15th letter to me after we had gone back and forth—and I had
meetings with Shulman, meetings with Miller, hearings with both
of them, and letters. I have a June 15th letter here and the only
response essentially that we received was that EO took steps to co-
ordinate the handling of these cases to ensure consistency.

Now, Mr. Brady asked questions earlier and you told Mr. Brady
that you disagreed with the characterization that IRS employees
engaged in a coverup. But if you know the truth on this, I mean
if you know that there were folks in senior positions at IRS who
were misleading, evasive, essentially covering up what was going
on with targeting, if you know this and you are not coming forward
with this, is that a coverup?

Mr. WERFEL. No. And what I said to the Congressman earlier
was that I am not ready to draw a conclusion. He was asking a
question in a way that if I answered it, it could imply that I was
agreeing with the premise of his questions. Your question is, is
there a coverup? I don’t know the answer to that question. I think
the key is that we make sure that we do the thorough investiga-
tion. I think the Justice Department and the IG are doing that.

Mr. BOUSTANY. But we know that Commissioner Shulman and
we know that Acting Commissioner Miller were informed of these
things and yet they continued to basically evade our questioning,
they were misleading with us. This has been determined so far in
the investigation, it certainly had been determined by the TIGTA
audit. We need you to have a sense of urgency to come clean. You
have an obligation to the American taxpayer and to this Congress
to follow through with our oversight function and with trans-
parency in front of the American people.
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Mr. WERFEL. So the commitments that I am making today are,
one, to explore all the facts, including questions about intent or
concern that you have with respect to why answers weren’t ques-
tioned more quickly. I am not going to draw a conclusion now and
say we have definitely decided.

But let me make one more point. One of the important things in
this report is an important point that I think is going to be very
helpful to this Committee. I am suggesting that what the IRS
needs to do is more readily share information on emerging risk
areas and emerging operational issues within the IRS with this
Committee sooner rather than later.

Mr. BOUSTANY. No, I get that, I get that.

Mr. WERFEL. Yes.

Mr. BOUSTANY. I want to shift gears for a moment and talk
about the bonuses that have been distributed. It has gotten a lot
of press.

Mr. WERFEL. Yes, yes.

Mr. BOUSTANY. And included in these bonuses during the time
that targeting was occurring, we know that a quarter of a million
dollars were paid out to just four employees at the IRS, all of whom
resigned or are on administrative leave at this point due to their
involvement in the Tea Party discrimination issue.

One individual, the first to resign, received more than $83,000 in
bonuses on top of his salary of $177,000. And we also know that
others have received bonuses who were involved in this tax exempt
issue targeting Tea Party entities.

Now, in light of all this, are you going to take any steps to put
a freeze on this? Is there going to be an attempt to recoup some
of that bonus money?

Mr. WERFEL. Let me answer the question in a couple of dif-
ferent ways. First, I agree when you look at the juxtaposition of in-
dividual management and judgment failures that went on in this
situation and you juxtapose that against the bonuses received, it is
very troubling. It is part of my larger conclusion here that the IRS
leadership did not have timely enough understanding of what was
going on with these particular activities to make informed judg-
ments about compensation through bonuses.

Second, I mentioned earlier to Congressman Ryan about me com-
ing back to this Committee with additional ways in which we can
cut costs even further, and I think bonuses is an opportunity.

Mr. BOUSTANY. You can put a freeze on it now. Put a freeze
on these bonuses.

Mr. WERFEL. I am glad you asked the question, because there
has been some public misunderstanding about where we stand with
our bonuses for this year and if I could clarify it.

Mr. BOUSTANY. Yeah, but the trust with the American people
has been broken. I understand contracts and union contracts——

Mr. WERFEL. Well, if I can explain it——

Mr. BOUSTANY [continuing]. And those kinds of things.

Mr. WERFEL. If I can explain it, here is the situation with our
bonuses. When I was in OMB 1 signed out a policy that froze bo-
nuses across the government in light of the sequester. It was one
of our methods of dealing with the sequester cuts, a bonus freeze.
But that guidance also said it was subject to legal constraint. So
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if the bonuses had to be legally paid out we had to look into that
issue.

What is going on——

Mr. BOUSTANY. But the trust has been broken.

Mr. WERFEL. Right. What is going on at IRS now is that we
have a union and we have a bargaining unit and an agreement
that we will bargain on the question of bonuses with that union.
And my answer on bonuses is that no decision has been made.
Going back to my point about following the rules of law and proce-
dure, I have an obligation before I freeze the bonuses for IRS, if
that is the decision that is ultimately made. I don’t know at this
time. The first step is my legal requirement to bargain that issue
with the unions, and that takes time. We are going through that
process right now.

Mr. BOUSTANY. Mr. Chairman, we need a sense of urgency
with this and leadership to put a freeze on these bonuses.

Chairman CAMP. Time has expired.

Mr. Becerra.

Mr. BECERRA. Mr. Werfel, thank you very much for being with
us, and I look forward to having you come back. I think you have
mentioned that everything you have stated in your reports and ev-
erything that the IRS has done so far to investigate this matter is
not yet complete. Is that accurate?

Mr. WERFEL. That is correct.

Mr. BECERRA. So when you say at this point you have found
no evidence of wrongdoing, it is as of this point.

Mr. WERFEL. If that is the question we are getting raised, then
I feel compelled to give the most honest answer I can, which is ex-
actly the point. More analysis is needed, but at this point in time,
if you are asking me have we found evidence of intentional wrong-
doing, we have not. And I understand the confusion around the
word intentional because these actions still happen. I tried to ex-
plain it is the difference between whether someone knows they are
actually doing something wrong or if it is a question of manage-
ment incompetence or neglect of duty.

We certainly have evidence of neglect of duty. What we don’t
have evidence yet of is that someone knowingly did something
wrong based on political animus or criminal intent. That evidence
just hasn’t materialized yet.

Mr. BECERRA. And you use, I think, the operative word, the
evidence. So to date there is no evidence of wrongdoing.

Mr. WERFEL. There is no evidence of intentional wrongdoing.
There is evidence of managerial wrongdoing.

Mr. BECERRA. And to date there is no evidence linking any-
thing that occurred at the IRS to the White House.

Mr. WERFEL. That is correct.

Mr. BECERRA. Okay. And as of today you are in the process of
investigating.

Mr. WERFEL. Yes, there are more people to talk to, and in many
cases under oath, and there are more documents to review.

Mr. BECERRA. And, as I think you have tried to make clear but
have been interrupted as you tried to provide the answer, the rea-
son you haven’t spoken to some of the folks that are principal to
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this investigation is because others have the principal responsi-
bility to do the investigation.

Mr. WERFEL. I have two thoughts to this question because it
keeps coming up. One is the legal, the rule of law. The legal proc-
ess prohibits me from talking to these employees. The Justice De-
partment and the Inspector General are the appropriate officials.

Second, even if there was no constraint, we also have profes-
sional investigators on the scene that are very skilled in talking to
witnesses, and ultimately we might make a decision that those in-
dividuals are the ones who should be interviewing the witnesses
and providing that information to me.

Mr. BECERRA. Well, we want you to be able to continue with
that investigation the right way, and we hope that you are able to
come back and answer the questions that you can given the work
that you are doing and the jurisdiction you have to provide the an-
swers.

But I would say at this stage what we are hearing from you, in
fact I think what we heard from Mr. George, the Inspector General,
is that there is an investigation that is ongoing. In fact the Chair-
man of the Committee in his opening statement said that we are
still in the early stages of this investigation, that the Inspector
General is doing a more thorough investigation. Mr. Brady, my col-
league on the Republican side, said we are not going to stop until
we learn the whole truth. So we still need to find out the facts.

At this stage we have an investigation ongoing. It is a half-baked
investigation. And to reach any conclusions would mean we have
reached half-baked conclusions. And so whether it is your conclu-
sion or my Republican colleagues’ conclusion, for anyone to make
accusations at this stage it is with only part of the information.

Mr. WERFEL. And there comes the distinction. To answer “this
is exactly how it happened” is not a question that we can answer
yet. But I think we can answer, is there any evidence that any of
this has materialized, that is a question we can answer because we
are in the process. And I can comment

Mr. BECERRA. Good point.

Mr. WERFEL [continuing]. On whether the evidence has mate-
rialized in any way.

Mr. BECERRA. Good point. So far what the evidence tells you
is what you are responding to and we appreciate that.

I would say I, too, would like to have you back. I hope every one
of my colleagues on this panel would agree that we have to have
Inspector General George back because he has, as Ricky Ricardo
would tell Lucille Ball, he has some ’splaining to do. There is a lot
that he has not yet answered. In fact, there are some things that
he answered that may not have been forthcoming.

I would like to finish with one last point. Now, this whole inves-
tigation centers around the issue of 501(c)(4) organizations. Now,
as you know, 501(c)(4) organizations are social welfare organiza-
tions. Under the law 501(c)(4) applies to organizations that are not
organized for profit, but operated exclusively for the promotion of
social welfare.

I am not sure if you are aware, Mr. Werfel, but those same
501(c)(4) social welfare organizations spent $256 million on political
expenditures in 2012. Did you know that that is more money spent
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by these social welfare organizations, nonprofits, than the two po-
litical parties combined, which spent $255 million?

So that is the crux of the problem here, is that we have so-called
social welfare organizations that spend more money than the two
political parties combined. And so when IRS is concerned that
there may be some organizations that are trying to game the sys-
tem at taxpayer expense, that is why we have to have these inves-
tigations. So we hope to have you back.

I yield back the balance of my time.

Chairman CAMP. Mr. Roskam.

Mr. ROSKAM. Thank you.

Mr. Werfel, my constituents are afraid of guys like you. They
look at this hearing, they listen to you—and I accept at face value
that you have a good reputation from the past—but they look at
you and they are afraid. They are afraid of the power that you
have, they are afraid of your clinical and somewhat dispassionate
approach on this. And I want to walk you through this to recognize
the fear that they have because of the power that you have.

And my prediction is that our country is at a tipping point right
now, and the tipping point is there is an awakening amongst the
governed about authority that they have delegated to Congress and
that Congress has delegated in this place to the IRS, and that au-
thority has been abused.

You used language earlier, things like, I am serious, I cling to
the rule of law, you know what I mean, those types of things. And,
frankly, I would expect you to say things like that and I would be
discouraged not to hear you say things like that. But you are famil-
iar with the Taxpayer Bill of Rights of 1998, I assume, as a general
document, it is a statute. And in the Taxpayer Bill of Rights it is
very clear that the Internal Revenue Service is prohibited under
the law from willful misuse of provisions of section 6103 for the
purpose of concealing information from a congressional inquiry.
You are familiar with that, aren’t you?

Mr. WERFEL. Yes.

Mr. ROSKAM. This is a congressional inquiry, clearly. There has
been a request by this Committee of documents to be forthcoming
from the Internal Revenue Service. And here is an example of two
of them. They have been redacted to the point of absurdity.

Now, we have knowledge that there is information in these two
documents that is not subject to 6103 protection, and so the entire
section 6103 question should be set aside. And what I am sug-
gesting is the fear that animates the hearts of my constituents
when they look at you is they say, we are not getting the straight
answer, we are seeing bureaucratic doubletalk, we are seeing a
bunch of nonsense, how can we possibly pierce through this?

And so the level of anxiety and the concern that you hear from
Committee Members is the recognition of an abuse of power, but
it is a gratuitous abuse of power. Now even when the investigation
comes up, the Committee, based on lawful requests, is not getting
the type of answers it requires.

So can you assure us that this type of nonsense, where I know
beyond a shadow of a doubt that there is information in these docu-
ments that should not be subject to 6103—that the IRS is claiming
to an absurd, Kafkaesque level, that somehow this needs to be pro-
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tected—can you assure us, based on your 30 days on the job, that
this nonsense will stop?

Mr. WERFEL. Let me give you several assurances that you can
give to your constituents to clarify. The first assurance I would give
is that the information that you are holding in your hand is not
being held just by the IRS. We have submitted all the information,
minus all those black lines and those redactions, to the Chairman
of this Committee. So the notion and the implication that that in-
formation is being held just by the IRS is incorrect.

Mr. ROSKAM. But, Mr. Werfel, you know the law, you know that
when it is cloaked in 6103 we are prohibited under the law from
revealing that. So you have to release this information so that it
can be publicly discussed. That is exactly what the statute speaks
to.

Mr. WERFEL. Let me get to my second point, because I want to
address each of those points. I just wanted to make sure that the
public understood that that information resides with this Com-
mittee and the Senate Finance Committee. The second reassurance
is that there is a tension here. We have a

Mr. ROSKAM. But you didn’t answer the question as it relates
to the cloaking of 6103.

Mr. WERFEL. I will answer the question.

Mr. ROSKAM. You are not releasing the information pursuant to
6103.

Mr. WERFEL. I can answer these questions if you enable me.

Mr. ROSKAM. Go ahead.

Mr. WERFEL. I want to make sure that people understand, your
constituents understand the tension that exists, that we also have
a solemn responsibility to protect the confidentiality of their tax-
payer information. And these procedures are set up so that we re-
dact this information, although we sent all of it to the chairmen of
the Ways and Means and Senate Finance Committee so it is out-
side the IRS. And to the extent that there is a notion and a concern
that there is over-redaction, that is something that we need

Mr. ROSKAM. This is junk. This is junk. This has no meaning.

Mr. WERFEL. It might be junk, but it might be sensitive tax-
payer information.

Mr. ROSKAM. It is not, we know it isn’t. And you are hiding be-
hind it. And I am telling you, I am putting you on notice, this Com-
mittee intends to uphold the 1998 Act and we are going to follow
through on it to make sure that the IRS is forthcoming and not cre-
ating a bunch of nonsense hiding behind bureaucratic doubletalk.

Mr. WERFEL. If there is a particular instance——

Chairman CAMP. Time has expired.

Mr. WERFEL. Okay.

Chairman CAMP. I know at the staff level, Mr. Werfel, we have
raised the issue of over-redaction. What it does is limits the ability
of the Committee to use it. And so I do think this is an issue that
is appropriate that Mr. Roskam has raised, and it is something
that we probably need to pursue further.

Mr. WERFEL. I think so. And I think one thing that should be
clarified given Congressman Roskam’s comments, it is my under-
standing, you can correct me if I am wrong, it is my understanding




118

that as the Chairman of the Ways and Means Committee you can
release information if you think that it is not 6103 sensitive.

Chairman CAMP. I cannot unless it is to the full House. And
clelarlg this is an area where we really have to have the experts in-
volved.

Mr. WERFEL. Yes, I agree with that.

Chairman CAMP. In the context of the final report, which clearly
we are not there yet, I can release the information ultimately to
the full House, but I can’t be the single arbiter of what is 6103 sen-
sitive and what isn’t, because obviously Senator Baucus and Sen-
ator Hatch received this as well. But we do have concerns that at
a staff level there is an over-redaction that limits the ability of the
Committee to use the information. So we have been trying to work
through that.

Mr. WERFEL. As I have always said, if there are concerns we
want to work with you to explore that. But I just wanted to clarify
that this information is not just residing within the IRS. That was
my main point.

Chairman CAMP. No, it isn’t. And we do receive the unredacted
versions. But, again, those aren’t shared other than with Mr. Levin
at this level.

The next person is Mr. Kind—no, Mr. Pascrell. Oh, Mr. Kind is
here, I am sorry.

Mr. KIND. I am sorry, Mr. Chairman, I was being blocked by my
esteemed colleague here from Connecticut.

Mr. Werfel, thank you so much, and thank you for your willing-
ness to assume this very tough duty. I mean, you are, obviously
from today’s hearing, stepping into the lion’s den. And I really ap-
preciate that. You have a much larger duty of restoring faith and
trust and confidence in the IRS than just the spending that went
on with conferences or bonus payments or even the issue before us
today, the exempt organizations.

Let me steer back to a troubling issue that I have been wrestling
with. Obviously, you have many organizations, especially after the
Citizens United case, that are applying for (c)(4) tax-exempt status.
The Inspector General looked into it and recommended to the IRS
certain steps and procedures in how to review that and how to fil-
ter it out, and you probably have some additional ideas.

But the point here is that these groups aren’t automatically enti-
tled to tax-exempt status, they have to meet certain qualifications,
certain criteria in order to qualify for it. And every time there is
an organization out there that does qualify for tax-exempt status
that increases the relative tax burden on organizations that don’t
or individuals throughout our country that don’t need it.

And in applying for (c)(4), the rule has been they have to be prin-
cipally engaged in social welfare. We have gotten away from the
more definitive definition of exclusively engaged in social welfare.
But how do we move forward now, today, of doing a proper review
of these organizations to ensure that they are qualifying under the
(c)(4) definition of social welfare status, without being accused of
them being picked on or that political selection is taking place?

In other words, how do you institute a generically neutral screen-
ing process now that is going to pass muster on both sides of the
aisle, yet still do the tough job of screening out those organizations
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that really ought not be qualifying for tax-exempt status because
they are principally engaged in political activity? And we know
that is going on. I think anyone here who is fooling themselves into
thinking that a lot of these (c)(4) applications are social welfare
hasn’t seen what has happened over the last couple of years in the
American political system.

Mr. WERFEL. We have an approach that begins to answer that
question, but I think there needs to be a dialogue between us, the
IRS, this Committee, and others, and in particular the Treasury
Department I think plays an important role here, because there is
a policy question to be answered.

But in the report we outline the self-attestation or certification
program, and what we essentially take is our high priority backlog,
those advocacy cases that have been in our backlog for more than
120 days, and we are offering them a more objective review.

Essentially, if they attest that not more than 40 percent of their
expenditures or their voluntary person hours will go to political
campaign intervention, and at the same time they also attest that
more than 60 percent of their expenditures and voluntary person
hours will go to a social welfare purpose, then they would receive
an approval from the IRS and they would go forward, with a re-
sponsibility to update us if the nature of those activities change
and an understanding, like every other (c)(4) or (c)(3) organization,
that they are potentially subject to audit or examination at some
point in time in the future.

Mr. KIND. Well, I just hope we are not going on the road of the
IRS being subjected to this type of scrutiny every time tough ques-
tions have to be asked in regards to how these organizations are
spending their money and what activities they are ultimately en-
gaged in. Because you understand you are going to be set up for
accusations from here on forth from any group that is receiving
more scrutiny or perhaps a denial. And that is one of the more
amazing things, is that perhaps there hasn’t been more denials of
organizations applying for (c)(4) status who are clearly engaged in
political activity and that is their main purpose for being.

So is the taxpayer advocate’s office, do they have a role

Mr. WERFEL. Absolutely. And that is a big theme in the report,
is that we want to involve the taxpayer advocate more clearly in
all of these elements. In particular, one of the main concerns that
I have is that when you look at the situation where we had tax-
payers that were frustrated by the length of time that they were
not getting an answer from the IRS, they were frustrated by the
types of overly burdensome questions they were getting from the
IRS, they did have an avenue. And in most cases they didn’t exer-
cise that avenue to go to the National Taxpayer Advocate, to raise
greater awareness about the issue. The National Taxpayer Advo-
cate has a track record of helping the public resolve matters before
the IRS that the individual taxpayers are having trouble doing on
their own. We didn’t see that connectivity here, and one of the im-
portant recommendations in this report is to raise awareness and
effectiveness of this framework of the National Taxpayer Advocate
so we can solve those problems.

Mr. KIND. Mr. Werfel, you have a tough job as you go forward
and obviously we are going to be looking forward to working with
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you very closely in your candid investigation and the recommenda-
tions before this Committee. We, too, have a role to play as far as
clearing up, I think, a lack of a clear definition as far as (c)(4) ap-
plications. I think the IRS would be helped if there were brighter
line rules for people to institute and more objective criteria used.
And we will look forward to hearing your recommendations as we
move forward on that front.

Mr. WERFEL. Thank you.

Chairman CAMP. All right. Thank you.

And we will now be moving two to one, so Mr. Gerlach and then
Dr. Price.

Mr. GERLACH. Thank you, Mr. Chairman.

Thank you, Mr. Werfel, for being here today. My first question
is, would you agree that IRS officials disclosing taxpayer informa-
tion to outside groups or individuals is improper and in fact illegal?

Mr. WERFEL. It is under section 6103, yes.

Mr. GERLACH. Okay. What is the process if there is an allega-
tion that an IRS official did in fact leak taxpayer information to an
outside group or individual, what is the internal process, if you can
summarize it very quickly, for handling the investigation of that?

Mr. WERFEL. Yes. We refer the information or the allegation
immediately to the Inspector General. The Inspector General
makes one of two conclusions: One, it was intentional, or two, it
was not. If it was not then the next step is to figure out what proc-
ess breakdown or control breakdown led to the unintentional re-
lease. We have those situations emerge and we make those process
improvements. If the finding is that it was intentional, then it is
referred for further investigation, which could be criminal or some
other type of disciplinary action.

Mr. GERLACH. Okay. Now, Mr. Brady raised the issue of the
National Organization for Marriage and the fact that its Form 990
information from 2008 was disclosed and passed on to the Human
Rights Campaign. Based upon the testimony that was given at our
last hearing here on the Committee by the representative from the
National Organization for Marriage, what do you know about at
this point the IRS passing that allegation to the Inspector Gen-
eral’s office and what is the status of that investigation to the best
of your knowledge?

Mr. WERFEL. I have two responses. One, I am not aware specifi-
cally of that issue and I don’t have that information at my finger-
tips so that I can give you the exact process. Two, I would be con-
cerned, since you are mentioning a specific taxpayer, that it may
be more appropriate for me not to comment in this setting given
it is the implication——

Mr. GERLACH. Has in fact the IRS passed or referred the mat-
ter to the Inspector General’s office?

Mr. WERFEL. Again, I don’t want to comment specifically on
this because I just don’t have familiarity with that particular issue
at my fingertips.

Mr. GERLACH. So to the best of your knowledge you don’t know
at this point whether it has or hasn’t.

Mr. WERFEL. I just don’t know. I will say that at any given
point in time there is a series of issues in this area that have been
passed on to the Inspector General which are either in process for
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disciplinary action or in process where it was inadvertent and we
are doing process improvements. Where this particular situation
fits in, I don’t know, but I can get that information for you.

Mr. GERLACH. Okay, if you would respond as soon as you are
able to, that would be appreciated.

Mr. WERFEL. Absolutely, I will.

Mr. GERLACH. I would also like to ask you, as a follow-up to
Mr. Johnson’s questions with regard to the amount of money, $46
million of child care tax credit checks that were sent just to the one
address in Texas. And in your comment you mentioned that on the
issue of why checks are being sent for this credit, how do you verify
the children in fact resided at that place of residence for at least
6 months, which is one of the requirements for that. You said it
was hard to confirm that a child in fact is there for at least 6
months.

Mr. WERFEL. Yes, there is no national childhood residency data-
base, so it is one of the difficult aspects of enforcing that particular
eligibility criteria.

Mr. GERLACH. So if that is one of the eligibility criteria and you
cannot confirm that the child has lived there for at least 6 months,
why are you sending out a check?

Mr. WERFEL. Well, I didn’t say it is impossible to confirm, it is
just challenging, and therefore we have a higher degree of errors
associated with that eligibility criteria.

Mr. GERLACH. So you acknowledge then the IRS has sent
checks to individuals that don’t meet the eligibility criteria.

Mr. WERFEL. That happens, unfortunately. It is called an im-
proper payment. We have way too many of them in the IRS and
we need to work on that issue.

Mr. GERLACH. And so what disciplinary action have you taken
as E}?n agency against the individuals that have continued that prac-
tice?

Mr. WERFEL. I have not taken any—well, first of all, again, I
arrived in late May. I personally have not taken any disciplinary
actions. I am not sure disciplinary action would be appropriate in
all circumstances in that situation.

Mr. GERLACH. In other words, individuals within the IRS that
have the responsibility over the money that is released by the IRS
back to a taxpayer, who is sending checks out, in this case $46 mil-
lion just to one address, not making sure the criteria for the eligi-
bility for that check is confirmed and still sending the money out,
no disciplinary action has been taken against that individual or in-
dividuals responsible for that?

Mr. WERFEL. Well, we would have to look further into the issue
to see if a disciplinary action is warranted.

Look, we make

Mr. GERLACH. Does any disciplinary action get taken in the
IRS for anything that is done wrong?

Mr. WERFEL. Absolutely. And unfortunately:

Mr. GERLACH. Can you share the number of disciplinary ac-
tions taken against IRS officials and employees over the past year
for improper conduct?

Mr. WERFEL. In an aggregate way, yes. In a personal specific
way that is covered by the Privacy Act and I would have to do that
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in another setting, but I can share that information with you, just
not with the public.

Mr. GERLACH. Okay. Well, if you can share that with the Com-
mittee I am sure the Committee Members would be interested to
see when in fact a disciplinary action is taken and under what cir-
cumstance.

Mr. WERFEL. And I would point out that although I have only
been at the IRS for a short time, I have already taken a number
of disciplinary actions within the IRS. So I know for a fact they do
go on and I have personally been involved in several of them.

Mr. GERLACH. Thank you, Mr. Werfel, I appreciate it.

Yield back.

Chairman CAMP. Thank you.

Dr. Price.

Mr. PRICE. Thank you, Mr. Chairman.

Mr. Werfel, this far down the panel it is hard to say welcome,
but welcome.

Mr. WERFEL. Thank you.

Mr. PRICE. You are 34 days into your challenge, and we appre-
ciate that. I think all this Committee is asking and all the Amer-
ican people are asking is that you be honest and forthcoming.

Mr. WERFEL. Always.

Mr. PRICE. In that light I would suspect you agree that the IRS
process has been broken, would you not?

Mr. WERFEL. I would agree with that.

Mr. PRICE. Would you agree that the trust with the American
people in the IRS has been violated?

Mr. WERFEL. I would agree with that.

Mr. PRICE. Mr. Werfel, the IRS has targeted groups, it has
leaked information on donors of groups, and then targeted those
donors for auditing. This is chilling stuff. As Mr. Roskam said, this
is the kind of thing that frightens his constituents. It concerns and
frightens my constituents as well.

The Chairman asked you if you had spoken to a number of peo-
ple in the process of your investigation. Former IRS Commissioner
Shulman, you said no. Former Acting IRS Commissioner Mr. Mil-
ler, you said no. And then Sarah Hall Ingram, you said yes. Who
is she?

Mr. WERFEL. Sarah Hall Ingram runs the Affordable Care Act
operations within the IRS and I speak to her on an ongoing basis
as part of my responsibility to engage with my senior leadership
team on the ongoing operations of the IRS.

Mr. PRICE. What was her role during this period of time, during
the period of time in the Tax Exempt

Mr. WERFEL. It is a good question and that is one that we are
looking at, and I will do my best to explain it right now. Ms.
Ingram was the Commissioner of the Tax Exempt/Government En-
tities organization leading into when these events occurred. So the
IG report starts to surface issues in and around early, let’s say,
March 2010, when this fact pattern begins on the IG timeline.

It is my understanding that Ms. Ingram served as the Commis-
sioner of the Tax Exempt/Government Entities organization, which
is a level above the Exempt Organizations unit, and that organiza-




123

tional chart is in my report. And she served in that capacity until
somewhere around the spring or summer of 2010.

Mr. PRICE. So there was an overlap.

Mr. WERFEL. There is an overlap. At that time she moved over
and was detailed to begin her work in running the Affordable Care
Act.

Mr. PRICE. Let me ask, why should the American people believe
that the trust that is required between the Internal Revenue Serv-
ice and the American people on the implementation and enforce-
ment of the Affordable Care Act by an individual who was involved
in the tax-exempt status entity of the IRS during this time in ques-
tion, why should they trust that individual?

Mr. WERFEL. Well, what I would ask the American people to do
is to trust in the process that we are going through to make sure
we are getting to the bottom of this. And with respect to——

Mr. PRICE. Mr. Werfel, you understand that the process that the
IRS has gone through has violated that trust with the American
people already. And, candidly, my constituents and I believe the
vast majority of the American people want every individual who
was involved in this process to answer the questions prior to being
able to have any further trusting situation in their capacity in the
Internal Revenue Service. Is that too much to ask?

Mr. WERFEL. I think it is valuable input. I would like to share
what we are doing, which is analyzing for any employee—and Ms.
Ingram is no different—we are analyzing what their footprint of re-
sponsibility was. And with respect to this individual there is some
complexity in doing that evaluation because she did move over to
the Affordable Care Act early on. But at the same time, just in the
interest of full candor, while she did move over to the Affordable
Care Act within only a few months after this fact pattern begins,
her title didn’t change and there is some lack of clarity in terms
of her ongoing role within TEGE.

Mr. PRICE. And hence the concern that many of us have.

To that point——

Mr. WERFEL. We are looking into that question——

Mr. PRICE. To that point, the IRS is the enforcement arm for
the ACA. Have guidelines been promulgated for the enforcement of
the employer mandate in the IRS?

Mr. WERFEL. Not at this time. I think the schedule for the pro-
posed rules is this summer, if I understand your question correctly.

Mr. PRICE. And employers have to comply with this beginning
this fall and January 1. Have rules been promulgated?

Mr. WERFEL. Well, the proposals will outline the timing for em-
ployer responsibilities.

Mr. PRICE. Have rules been promulgated on part-time, full-time
employee distinction?

Mr. WERFEL. I don’t know that ——

Mr. PRICE. Have rules been promulgated on the difference be-
tween seasonal workers and part-time workers?

Mr. WERFEL. I will give you the full schedule of our ACA rules
footprint. I don’t have it at my fingertips.

Mr. PRICE. Mr. Werfel, there is a huge lack of trust in the IRS,
and to have the IRS now the enforcement arm over the Affordable
Care Act is extremely concerning for those of us on this panel and
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our constituents. I would urge you—urge you—to get this informa-
tion to individuals who will have to comply to all of the rules that
you promulgate and make certain that they are true to the letter
of your rules as soon as possible.

Mr. WERFEL. I understand.

Mr. PRICE. Yield back.

Chairman CAMP. Thank you.

Mr. Pascrell.

Mr. PASCRELL. Mr. Chairman, thank you.

Mr. Werfel, it appears after the time that you have been here
this morning that we are not past the point where Members of
Congress would be speculating about enemies lists, cultures of cor-
ruption, and Nixonian conspiracy theories. I mean, if you took the
last set of questions to you—first of all, I wonder why in God’s
name you took this job in the first place at this point in your life.
You have a distinguished past, a very distinguished past.

But if I took the last series of questions, if you want to talk about
a conspiracy theory, the person, that young lady, is not even in
front of us to ask direct questions to. Now, everything is open, ask
questions about anything, I understand that, and both sides of the
aisle seem to be against, appear to be against singling out any par-
ticular groups because of their political thinking. This is what we
are opposed to.

Mr. WERFEL. Yes.

Mr. PASCRELL. This is what we are opposed to. So I commend
you for standing up, standing tall, and I wish you success in your
job. I think you are trying your best.

In your report you announce that in order to deal with the
backlog of applications for 501(c)(4) status the IRS will allow the
option for groups to get preliminary approval if they self-certify—
self-certify—that they devote more than 60 percent of their spend-
ing and time on things related to social welfare, to go with no more
than 40 percent on political activities. Is there any reason that this
is not the existing standard for all 501(c)(4) organizations?

Mr. WERFEL. It potentially could be. What we thought would be
appropriate was we have a situation with an overdue backlog. We
have a situation in which we clearly have had struggles to effec-
tively implement the current regulation of primary. We came up
with this self-attestation program because we thought that it would
be less burdensome on the taxpayer and still effective in meeting
the underlying regulation of primary. But we haven’t broadly ap-
plied it across all 501(c)(4)

Mr. PASCRELL. How did you arrive at the 40 percent in the
first place?

Mr. WERFEL. Keep in mind that the IRS’ role here is to imple-
ment the laws and regulations as clearly and as effectively as pos-
sible. We have this word “primary,” and so we sat down with it and
we said, what is the most plain language understanding of primary
that we can defend? And we came up with the conclusion that if
you are north of 50 percent

Mr. PASCRELL. Who came up with that?

Mr. WERFEL. The IRS. We sat down and we talked it through,
and we briefed committees and others on this before we issued it
in final, that if your activities are greater than 50 percent you are
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clearly not primary, okay, if your political intervention is greater
than 50 percent.

If you are less than 40 percent we would think that you are in
a comfortable safe zone of not being in that primary range. Be-
tween 40 and 50 percent it gets tougher, and therefore if you are
a taxpayer and you believe that your expenditures are somewhere
between 40 and 50 percent you wouldn’t attest, you would go
through the traditional review and we would take a close look to
make sure——

Mr. PASCRELL. And that is why people apply to you, in order
to obtain this status.

Mr. WERFEL. Yes.

Mr. PASCRELL. And you determine from what they give you,
the information they give you as to whether or not they are more
than 40 percent involved in whatever political culture there exists.

Mr. WERFEL. Essentially we are trying to figure out what this
primary means and what we are offering with the self-attestation
is some inherent structure as to how we can think about——

Mr. PASCRELL. Now, once that organization receives approval,
will they be able to increase their political activities beyond the 40
percent of their spending and time? Is that part of the application?

Mr. WERFEL. If they do that then they are no longer operating
under an approval and they have to alert the IRS that they have
changed the nature and extent of their activities.

Mr. PASCRELL. But they are allowed to continue?

Mr. WERFEL. They are allowed to continue. And the reason why
they are allowed to continue is because one of the key points here
is that you can operate as a 501(c)(4) today without an application.
There are two different types of entities that are operating as a
501(c)(4), those who have an application approved and those that
never applied but just file the appropriate forms and operate as
501(c)(4).

If you exceed your 40 percent after attesting, you just move your-
self into that second category where you are operating without an
approved application and you are joining many other 501(c)(4) tax-
payers that are doing that today.

Mr. PASCRELL. So the exemption is very important in terms of
revenue. The exemption is more important to decide whether it is
more than 40 percent or less than 40 percent. And if you go over
40 percent, you simply have to file a form with the IRS.

So there are, I can assume then in conclusion, other organiza-
tions out there that are performing more than 40 percent or maybe
more than 50 percent in the political area and are being exempt
from taxes.

Mr. WERFEL. I think——

Chairman CAMP. Time has expired.

Mr. WERFEL. Okay.

Chairman CAMP. So just answer briefly.

Mr. WERFEL. I would say if they are performing more than 50
percent, then my hope would be that we would have an effective
exam and audit process that would identify that and work with the
taxpayer to correct it.

Chairman CAMP. Okay. Thank you.

Mr. Buchanan.
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Mr. BUCHANAN. Thank you, Mr. Chairman.

And I also want to thank Mr. Werfel for being here today. I want
to recognize that you have been 34 days on the job and it appears
you have had a great background.

Let me ask you, because I think you were cut off, you were going
to mention, looking at your resume they put up here, you manage
an agency of 90,000 employees. Your budget is about $11 billion a
year. And I think you are asking for additional dollars. And part
of the reason you wanted the additional money from the taxpayers
is you said a dollar invested in enforcement gives you back such
a return. What were the numbers you were going to tell us about?
Why do you need the additional money?

Mr. WERFEL. We have asked for an increase on our enforcement
budget of $412 million that would yield more than $1.6 billion in
annual enforcement revenue, which is a return on investment of $6
for every $1 invested. And I understand the concern about our ex-
cessive expenditures that occurred back in 2010 and 2011, and to
the extent——

Mr. BUCHANAN. Let me go back, because we only get 5 minutes
each. For every dollar invested, you can get $6 back, is that what
you are saying, from the taxpayers?

Mr. WERFEL. Yes, that is what I am saying.

Mr. BUCHANAN. Now, you have heard the saying a power to
tax is a power to destroy. And I can tell you that there seems to
be a culture, at least from what I have heard, I have been here a
little over 6 years, in the IRS there is a lot more money being put
in enforcement. And you can destroy people’s lives. I think you
have to understand that, the power, the leverage, the magnitude
of the IRS, 90,000 employees, 511 billion in budget. It is not even
a level playing field for individuals. And I look at a lot with small
businesses.

What I am hearing from my constituents, when you want more
money to go after more Americans, they are very, very concerned
because it seems like that has been ramped up in this environ-
ment. I am just telling you what I hear every day.

Mr. WERFEL. Yes.

Mr. BUCHANAN. In this environment of trillion-dollar deficits,
people are feeling like the IRS is a lot more aggressive about com-
ing after organizations, especially small businesses and individuals,
because at the end of the day you can win every time. You can say,
we will go to court. Well, these small businesses and individuals
need more CPAs and more lawyers. They run out of money. You
never run out of money or resources.

Go ahead. Answer that, if you would.

Mr. WERFEL. Well, you are raising an important question. And
I will go back to the report, if I could. You know, it is a question
about taxpayer concerns. And we have heard those taxpayer con-
cerns. I think it is notable that in this report we are candid about
organizational and individual failures within the IRS. We are not
claiming that nothing went wrong here, we are recognizing that
there were significant problems. And we are also recognizing that
this represents an opportunity to learn from that.

Mr. BUCHANAN. Let me go back, just because of our limited
time, I want to get another question out.
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Mr. WERFEL. Yes, I understand.

Mr. BUCHANAN. Let me ask you, in terms of yourself, it says
you manage 90,000 employees. Is that a correct statement?

Mr. WERFEL. I lead an organization that has roughly 90,000
employees.

Mr. BUCHANAN. Who is responsible for the attitudes and the
culture and the environment at that organization?

Mr. WERFEL. It is a shared responsibility of the leadership
team at the IRS and the staff, but I place a lot of importance on
the leadership driving——

Mr. BUCHANAN. You are one of the leaders, right?

Mr. WERFEL. I am one of the leaders.

Mr. BUCHANAN. I am just saying, with 34 days, I recognize
that, I want to make sure that you have a balanced approach going
forward, that you don’t create an attitude or a climate in the IRS
about going after Americans. I am very concerned that it is more
of a balanced approach.

There is a sense out there that that has been heightened, not
just in the last 3 months, but in the last 5 or 6 years. And there
is a sense that we have to make sure that if you are looking for
more money to go after more Americans, because you get a 6-to-
1 return, I will tell you, you are going to win at every turn. They
can’t begin to compete with the IRS with the leverage and the
power that you have.

And that is why it is so important as a leader going forward, and
your team of leadership, to have something that makes some sense,
that we are not killing small businesses and as a result killing jobs.

Mr. WERFEL. Let me make one final point. In this report there
is a direct commitment to address that question by doing a review
across all IRS of the appropriateness of our criteria and our filters
and our activities. Hold us accountable for the thoroughness and
objectivity of that review, and in the report we are going to share
the results of that with you and with the American people so that
we can answer the question.

Mr. BUCHANAN. But you understand it is not a level playing
field, right? You realize if you want to win at the end of the day,
you are going to win. They run out of money. They would like to
get their day in court or they would like to resolve it, but they can’t
afford what it costs to get their day in court. So I am just telling
you as someone that has seen that environment, and what I hear
every day, you have to be very careful on how you move forward
in terms of going after Americans.

Chairman CAMP. All right. Thank you.

Mr. Smith.

Mr. SMITH. Thank you, Mr. Chairman.

And thank you to the Commissioner today.

How long have 501(c)(4)s been around?

Mr. WERFEL. I am not exactly sure, but it is decades.

Mr. SMITH. So they have been around a while.

How long do you think an application should reasonably take for
approval?

Mr. WERFEL. We have a standard of 120 days.

Mr. SMITH. And, obviously, many of these cases exceed 120——
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Mr. WERFEL. Yes, absolutely. And that was unfortunate and
needs to be fixed.

Mr. SMITH. And you have indicated that no intentional wrong-
doing has taken place to your knowledge?

Mr. WERFEL. Again, the evidence hasn’t surfaced yet. But I
would caution that more analysis, review, and investigation is
needed.

Mr. SMITH. So that would be an inconclusive finding in terms
of the

Mr. WERFEL. Right. In other words, if the taxpayer is going to
ask us has there been any evidence yet, we are going to say, no,
not yet, but more needs to be done. So that could be termed incon-
clusive. I am not going to argue with that characterization.

Mr. SMITH. And sifting through the many documents that we
have had over the last few weeks, we know that there have been
ver}; exhaustive lists of questions asked of applicants. Is that cor-
rect?

Mr. WERFEL. That is correct.

Mr. SMITH. And we are talking about requesting lists of books
read and reports associated, and requesting membership lists, vol-
unteer lists, whether or not an applicant intended to run for office
or a family member of theirs would run for office. Would you agree
that it took a vast number of resources to even come up with those
questions?

Mr. WERFEL. I don’t know how many resources it took. But I
would agree that we needed to stop asking a great number of ques-
tions that we were asking and revisit and change how we approach
our outreach to taxpayers.

Mr. SMITH. Okay. And I appreciate that. It just strikes me as
difficult to sort through all of this when, you know, we are being
asked for more resources for the IRS when it would seem to me
that there were some existing resources, perhaps, that were mis-
appropriated, certainly misapplied as it relates to the overreach in
terms of asking applicants the questions.

And so moving forward I would hope that we can accomplish our
objective of reducing the complexity of our Tax Code that I think
leads to this very situation in terms of the complexity leading to
the misapplication of resources.

Thank you, Mr. Chairman. I yield back.

Chairman CAMP. Thank you.

Mr. Crowley.

Mr. CROWLEY. Thank you, Mr. Chairman.

And thank you, Mr. Werfel, for being here today.

After the first hearing on the IRS which we had on this Com-
mittee, the Chair highlighted “a culture of intimidation.” A culture
of intimidation. At the time, I think he was referring or hinting
that this culture was coming from the White House, a claim that
I believe was made without merit or evidence.

As the weeks have gone on, we have seen that there is a culture
of intimidation, not from the White House, but rather from my Re-
publican colleagues. We know for a fact that there has been tar-
geting of both Tea Party and progressive groups by the IRS. But
this was not divulged by the Treasury IG in his audit of the IRS.
The IG didn’t even give us a hint that progressive groups were tar-




129

geted until committee Democrats dug further and deeper into this
investigation.

My fear is the IG, an appointee of George W. Bush, and a former
committee staffer of the Oversight Committee chaired by Darrell
Issa, drafted a report that suited Chairman Issa’s personal ideology
and not the facts of the case.

We then saw Members of the Majority party make baseless
claims about a so-called White House enemies list and ideological
election year targeting. Again, all false. In fact, we know Congress-
man Issa knew about the targeting investigation in the summer of
2012, well before the national elections occurred.

Does anyone think for a moment that if there was a White House
targeting of conservative groups before the 2012 elections that
Chairman Issa wouldn’t have said anything about that, that he
would have sat back and said nothing about that?

Then, as we see, progressive groups were targeted side by side
with their Tea Party counterpart groups. The Chairman of this
Committee excused that, in my opinion, both in public releases as
well as again here today in his opening statement. There has been
no outcry by the Chairman or my Republican colleagues when pro-
gressive groups were also targeted over the past 3 years.

I will point out in this May 21 testimony of Holly Paz, who was
interviewed by the Committee, both this Committee and the Over-
sight Committee, when she was asked the question concerning the
Tea Party investigation and their being investigated: And did it
raise any questions with you? Her answer was, “No. In the office,
you know, it is not uncommon for people to have a shorthand ref-
erence to cases by name. And I was aware of, you know, other
cases at that time that were working their way through the D.C.
office that involved proposed denials of exemption to liberal organi-
zations that supported the Democratic Party. So I had no indica-
tion that we were not being balanced in what we were doing.”

Our Committee knew that testimony was given and yet there
was no outrage, just as there was no Republican outrage when the
Bush Administration targeted Christian churches and the environ-
mental groups and the NAACP between the years of 2002 and 2004
when they were being investigated by the IRS.

So, yes, I agree that there is a culture of intimidation going on,
but it is not by the White House, it is by my Republican colleagues.
That is why we demand that the IG be summoned back to this
Committee to answer questions once again under oath. We also de-
mand that the Republican culture of intimidation stop so progres-
sive groups will feel comfortable testifying before us here. But right
now they are not comfortable coming before this Committee. And
the Chairman’s continued silence or excusing of the abuse of pro-
gressive groups makes it harder for these groups to come before us.

We need to be a committee of facts and not a witch hunt if we
plan to get to the bottom of the investigation and hopefully be able
to tackle other legislative issues that we have coming before this
Committee of great importance to the country. So I demand that
this Republican culture of intimidation against progressive groups
be stopped and that they be as outraged as we were outraged,
Democrats were outraged, and we expressed our outrage when
groups that we don’t agree with politically or ideologically were
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being attacked or being intimidated or being investigated by the
IRS. I would like to see a modicum of a similar outrage by my Re-
publican colleagues for what we held when folks testified before
this Committee

Chairman CAMP. The gentleman’s time has expired.

Mr. CROWLEY [continuing]. That we didn’t politically agree
with, but we stood by them and said, as Americans, they should
not be investigated.

Chairman CAMP. The gentleman’s time has expired. And I
would just refer the gentleman to my opening statement where I
mentioned that progressives were on the Be On the Lookout list,
or the BOLO list.

Mr. CROWLEY. Will the Chairman yield?

Chairman CAMP. No, I will not yield.

Mr. CROWLEY. Where is the outrage, Mr. Chairman?

Chairman CAMP. I will not yield.

Mr. CROWLEY. Where is the outrage?

Chairman CAMP. I thought you were talking about the modicum
of this Committee, and yet the gentleman continues to interrupt
the Chair. You have had your 5 minutes. You referred to me by
name as the Chairman, and I am going to respond. And I would
refer the gentleman to my opening statement, where I mentioned
that progressives were on the Be On the Lookout list. And I made
one thing clear, that no taxpayer, regardless of political affiliation,
should be unfairly targeted.

With that, I will yield to Mr. Schock of Illinois.

Mr. CROWLEY. That is more like it.

Mr. SCHOCK. Thank you, Mr. Chairman. Before I begin my
questioning, I think I would just say that I think the Chairman has
been more than accommodating, more than outreaching to the
other side. In fact, if the Chair would indulge, when we had our
first hearing where we invited witnesses who were victims of tar-
geting, the Chair asked for witnesses from the Minority, and would
the Chair remind us how many Minority witnesses were sub-
mitted?

Chairman CAMP. There were none.

Mr. SCHOCK. Thank you.

Mr. Werfel, welcome.

Mr. WERFEL. Thank you.

Mr. SCHOCK. On page 14 of your report that you have sub-
mitted to this Committee you outline a proposal to eliminate the
backlog of certain 501(c)(4) applicants that are currently before the
IRS. You specifically suggest that to eliminate this backlog you ask
for these 501(c)(4) applicants to certify under penalty of perjury to
the IRS that no more than 40 percent of their expenditures and
volunteer hours will go toward political campaign activity and that
the remaining 60 percent would go to the promotion of social wel-
fare. If that is certified by the 501(c)(4) applicant, it is your policy,
then, that the applicant would be approved in the next 2 weeks.

Mr. WERFEL. That is correct.

Mr. SCHOCK. I would like to bring your attention to a specific
case and ask for how that would fall under this category. Specifi-
cally, the 60/40 rule that you are proposing.

Mr. WERFEL. Is this a hypothetical case?
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Mr. SCHOCK. No. This is a real live, 48-hour-ago case.

Mr. WERFEL. Well, I might have difficulty in answering it if it
is about a specific

Mr. SCHOCK. Well, let’s try. On Tuesday, the President unveiled
his plan to cut greenhouse gas emissions. Within hours, millions of
emails were sent to his reelection campaign supporters through
BarackObama.com, the URL owned by Organizing for Action, a 527
organization. Within the email, it asks all its volunteers to “call out
via Twitter, email, letters, Facebook, and so on, Members of Con-
gress who are so-called ‘climate change deniers.’”” The action item
doesn’t just suggest they should educate, but rather that they
should call them out. It then links to 85-plus Members of Congress
that they would like to be targeted, all of whom are Republican,
many of whom are on this Committee.

Under that circumstance, I am wondering whether or not that
activity, those hours and that money, would be classified under the
political campaign activity or under the promoting social welfare
category.

Mr. WERFEL. It is a good question. You are getting into a terri-
tory where I am not the legal expert. But I will do my best to pro-
Eide some clarity as far as I understand this and the rule of law

ere.

It is my understanding that the political campaign intervention
has to do with—and I am answering these questions as a broad
matter because I don’t want to get into 6103 issues or the specific
taxpayer. So I just want to qualify that my answer is in the broad
context of how we think about political campaign intervention. And
the key issue is, is the entity seeking (c)(4) status attempting to in-
fluence the outcome of an election by either supporting a particular
candidate or opposing a particular candidate. And the Federal Elec-
tion Commission has provided guidance to help us on that.

And when you have a situation in which, for example, an ad
mentions a candidate within 30 days of an election, they say, well,
there you go, at that point in time you have political campaign
intervention. But if they mention that candidate 120 days before an
election, it is not as clear and more work needs to be done.

So, to get to your question, I think as a broad matter one of the
first questions I would have in analyzing it, and I think the law-
yers who are experts in that would have as well, was is there a
candidate involved and is the activity intended to influence the out-
come of an election.

Mr. SCHOCK. Well, there were 85 Members of Congress specifi-
cally targeted.

Mr. WERFEL. Again, now you are getting into—I don’t want to
get too specific.

Mr. SCHOCK. Well, I understand you don’t want to get too spe-
cific. But the point I am attempting to make is that the rule you
are proposing requires the applicant to make a determination.

Mr. WERFEL. Correct.

Mr. SCHOCK. So as the Commissioner of the IRS who is pro-
posing the rule, under not a hypothetical but a real case situation,
if you can’t make a determination how can we then ask a non-at-
torney, non-IRS Commissioner, non-IRS employee to make that
same determination under penalty of perjury to classify their activ-
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ity as either advocating for promoting social welfare or political
campaign activity if we are going to limit it under a 60/40 rule?

Mr. WERFEL. Right. I was talking at a very general level. There
is specific guidance that we can provide in our application and in
the self-attestation that we ask the taxpayer to look at and deter-
mine whether they are meeting the criteria. You know, right now,
me articulating it to the taxpayer is actually done in much more
specificity in the materials that the taxpayer receives in terms of
exactly how to answer those questions.

The key issue is, are they attempting to influence the outcome
of an election. Now, you take it from there and do your further
analytics, and then the taxpayer can help determine whether they
believe their expenditures will go higher than 40 percent for those
types of activities.

Mr. SCHOCK. I realize my time has expired. I would just like,
if I can, followup from the IRS on exactly how this new rule would
then be enforced, whether it be additional auditing, whether it
would require additional personnel to enforce, and all that would
be helpful.

Mr. WERFEL. And I can provide for the record the more specific
guidance that we give the taxpayer. It was just handed to me. But
it might not be in the best interest to read it out loud.

Chairman CAMP. No. I think you can submit it to the Com-
mittee and we will make it available.

Mr. Paulsen is recognized.

Mr. PAULSEN. Thank you, Mr. Chairman.

Mr. Werfel, you opened your report with TIGTA’s findings that
the IRS used inappropriate criteria that identified for review Tea
Party and other organizations applying for tax-exempt status based
on their names or policy positions.

I am going to ask you this question: Were some of the organiza-
tions that were targeted for their personal beliefs, were they asked
for their donor lists?

Mr. WERFEL. It is my understanding that roughly 27 entities
were asked for their donor lists, yes.

Mr. PAULSEN. Do you know if these donor lists were used to
target individual donors in the IRS for audits?

Mr. WERFEL. I don’t have precise information on exactly how
that information was used. I think that is part of the ongoing re-
view.

Mr. PAULSEN. Well, the reason I am asking this is because part
of the report, on page 31 of the enforcement section of the report,
it states that, “All current indications are that this sort of political
activity analysis, ambiguity, and subjective utilization of criteria
does not occur elsewhere in the IRS.” It seems pretty definitive. I
mean, how can you be sure that is the case?

Mr. WERFEL. What I was referring to was, there are four main
operating divisions within the IRS that deal with tax administra-
tion. The one that is the subject of this audit report is the Tax Ex-
empt/Government Entities organization. The conclusion that is
reached in the report is right now in areas, for example, in our
Wage and Investment Division, which deals with individual tax-
payers, small business and large business, those areas, where we
don’t have current evidence that the criteria in the screening cri-
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teria are inappropriate. We have asked our leaders to look at it. We
are going to run a thorough review. And, as I said, one of the main
reasons why we can be more reassured in that conclusion is that
it is very rare, outside of this part of IRS, that political activity is
relevant to any determination.

Mr. PAULSEN. Well, I would assume that many of these issues
should be considered rare to occur in the first place. I know that
there is a publication, the Declaration of Taxpayer Rights, which
was also part of the report you submitted, that states right up
front, “Protection of your rights. IRS employees will explain and
protect your rights as a taxpayer throughout your contact with us.
The IRS will not disclose to anyone the information you give us ex-
cept as authorized by law.” We know that that has already been
violated and that information has been leaked publicly.

“You have the right to know why we are asking you for the infor-
mation and how we will use it.” We know that that also has not
been followed through because these organizations testified before
this Committee that they asked the IRS why certain information
was being asked for and there was no response for followup.

And I will just tell you that I also have constituents, many Min-
nesotans that are in my district, who are also very fearful, who
have come forward to me concerned that they also have become
targets because in recent years—of audits that have been stepped
up by their accountants, their finance planners. They are concerned
that it is happening because of their political activity. This has all
occurred over the last couple of years. And other Members of Con-
gress on this Committee and in the entire body have expressed the
same concern.

Several have told me these personal stories of their accountants
telling them, we have never, ever in the history of our experience—
we keep the receipts, we keep the books clean, we monitor your ac-
tivities—we have never had this type of systematic auditing on an
individual at this level before.

And so we now know that information on individual donors has
been collected, we know that information has been leaked, and we
know that these audits have intensified on individuals. And I
think, from my perspective, the report before us has some glaring
omissions. There is going to have to be a followup report coming
down the road. And in the end what assurance can you give the
American people, can you give this Committee, to making sure that
individual taxpayer rights are being protected and there is a plan
in place to make sure that that will happen?

Mr. WERFEL. I have two reactions. One, to the extent—I prob-
ably should have said this earlier to this Committee and to the
Chairman—to the extent there are particular areas in the report
and questions that aren’t answered, me, along with the IRS would
be very interested to have that feedback and would commit to ex-
ploring those questions with this Committee and figuring out the
best way to get answers.

Our goal with this report was several things. First, to recognize
for the taxpayers, part of our reassurance and our path forward is
to recognize our failures upfront, to recognize that we made funda-
mental mistakes. There are more questions to be asked about the
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nature of how those mistakes occurred, but we recognize those mis-
takes exist.

We want to show the American people in this report that we
recognize them and we are putting together and actively imple-
menting corrective actions to move forward. We have brought in ex-
perts of public sector management to help lead the IRS going for-
ward on these new activities. And some of those activities involve
reviewing our current operations to ask the very questions you are
answering.

Mr. PAULSEN. So, Mr. Werfel, let me just ask you this, as my
time runs out. There are several employees, and you have de-
scribed how you have to go through appropriate procedures, but are
you seeking the removal right now of Ms. Lerner or any other indi-
viduals? And does Congress need to have legislative changes that
would allow you to hold these employees accountable so that we
can make sure that the trust is restored for the American people?

Chairman CAMP. And if you could just answer briefly.

Mr. WERFEL. Yes, I will answer in two ways. One, with respect
to a specific employee, I can inform you of our current actions, I
just have to do it in a nonpublic setting to protect that employee’s
privacy rights.

Second, you know, as I said earlier, there are due process proce-
dures in place that are put in place for Federal employees with re-
spect to how their discipline or potential removal are handled. I am
not going to comment on whether they are good or bad. I am saying
right now that I am following the rule of law and moving as ag-
gressively as we can.

Chairman CAMP. Thank you.

Ms. Sanchez is recognized.

Ms. SANCHEZ. Thank you, Mr. Chairman.

Mr. Werfel, I want to state my appreciation for you being here
and answering these questions. I know you have been on the job
roughly a month. And I am sorry, but some of my colleagues seem
to be confusing you with the main decisionmaker at the IRS. So
just to clarify a little bit, you are not personally responsible for
things like tax refund abuses or conference spending abuses or
bonus abuses, that is not your position, is it?

Mr. WERFEL. No. And I want to stand by my IRS colleagues.
I am here to make sure that any actions that occurred before I got
there that need correcting are getting corrected. That is my role.

Ms. SANCHEZ. Thank you. Because I just think you are an easy
target. Nobody really likes the IRS, and so it is easy to throw a lot
of different issues at you when we are specifically here to talk
about the tax-exempt applications and the process that went on
there.

Now, you are still investigating that matter, right? Your initial
30-day report is not a final report. Is that correct?

Mr. WERFEL. Right. And there are several entities that have
ongoing investigations, yes. They are still underway.

Ms. SANCHEZ. Including potential criminal investigations, is
that not correct?

Mr. WERFEL. The Justice Department is actively looking at that
right now.
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Ms. SANCHEZ. And I think you have stated numerous times,
and people have said that you have seemed a little dispassionate,
but there are rules that you need to follow as you investigate these
allegations, is that correct?

Mr. WERFEL. 1 don’t feel dispassionate. I feel very concerned.
And I think the report has some important language about failures
of leadership and management that are very critical.

But, yes, that concern and that sense of urgency which I cer-
tainly feel has to be balanced against these procedures that need
to take place because they are legally required. And I can’t rein-
force mistakes that the IRS has made in the past with new mis-
takes of not following appropriate procedures that are required by
law and regulation.

Ms. SANCHEZ. I appreciate that, because I have a legal back-
ground. And maybe others on the Committee don’t appreciate that,
but I would just like to point out that, you know, Wild West vigi-
lante justice was often swift, but it was not always correct, nor was
it always fair. I think that probably compounding some of the po-
tential failures at the IRS would be mistakes in how the investiga-
tion is handled, and if it were to be done hastily and not thor-
oughly I don’t think that that serves the American public.

Mr. WERFEL. I would be right back here before this Committee
answering tough questions of how we didn’t handle the investiga-
tion fairly. So we are going to do things by the rule of law.

Ms. SANCHEZ. I appreciate that very much.

Now, your initial assessment in the preliminary report is that
perhaps some inappropriate criteria was used by a group of IRS of-
ficials in selecting certain applications for further review. Is that
a fair statement?

Mr. WERFEL. Yeah. That is our finding, that there were inap-
propriate criteria used. It is similar to what the IG found.

Ms. SANCHEZ. And if during the course of your continued inves-
tigation that assessment were to change, that would be in an up-
dated report, I am assuming.

Mr. WERFEL. Yes. My hope is that the type of information we
garner helps us understand better the nature and circumstances
that led to these inappropriate criteria being used.

Ms. SANCHEZ. Thank you. And I very much appreciate in your
initial report the identification of certain areas of failures at the
IRS and also certain suggestions moving forward and ways that
you can make the process a fairer and sort of more transparent
one.

One of the things that I wanted to ask you about, because it is
something that perhaps is little known, your report suggests that
the Taxpayer Advocate’s office could have helped exempt organiza-
tions that were struggling to have their applications processed by
the IRS. Is that correct?

Mr. WERFEL. That is correct. The National Taxpayer Advocate
can play a very critical role helping a taxpayer who is having trou-
ble resolving their matter before the IRS. They do a very effective
job in many situations. I think, in looking at this situation in par-
ticular, we noted a very small or de minimis amount of contact be-
tween the taxpayers, the 501(c)(4) applicants who were receiving
unfair or burdensome requests and all of the things they went
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through, and the National Taxpayer Advocate. There is a lack of
connectivity between the taxpayers and the National Taxpayer Ad-
vocate. And that is a lesson learned for us, and we want to try to
educate taxpayers better on the avenues they have for help when
they are having trouble resolving a matter with the IRS.

Ms. SANCHEZ. And do you think that a broad education project
to make people aware of the fact that there even is a Taxpayer Ad-
vocate would be beneficial?

Mr. WERFEL. That is one of our recommendations in our report.
We are committed to it.

Ms. SANCHEZ. And now much has been made about the funding
and how the funding is spent at the IRS, and there has been a re-
quest for additional funding for enforcement. But one thing that I
am hearing from my colleagues on the other side of the aisle is, on
the one hand, they want you to enforce these people who are cheat-
ing on refunds, and they want you to, you know, come down hard
on people who are abusing the Tax Code, but, by the same token,
they don’t want to pay for that. And then, on the other hand, too
much enforcement pits the little guy against the IRS——

Chairman CAMP. A quick answer, please.

Mr. WERFEL. A very brief answer. What I want an opportunity
to do before this Committee and others, is demonstrate two things.
One, that the IRS is making real progress in eliminating unneces-
sary expenses and cutting our budget in areas like travel, con-
ferences and others. And two, that if we can increase our funding
in other critical areas related to enforcement and taxpayer service,
that we are going to position the IRS for success in the future.

Ms. SANCHEZ. Thank you.

And thank you, Mr. Chairman.

Chairman CAMP. Thank you.

Mr. Marchant.

Mr. MARCHANT. Thank you, Mr. Chairman.

Mr. Werfel, on one of your first days on the job I wrote a letter
addressed to you requesting that you find out the status of a group
in my district, the North East Tarrant County Tea Party. Is it your
representation that over the next week or 2 weeks that this organi-
zation will receive its determination?

Mr. WERFEL. Let me answer that question very carefully, since
you have named a particular taxpayer and I have to be very cau-
tious. I will lift up your question and say that all taxpayers that
are in our priority backlog who are in this advocacy group that are
in the backlog for more than 120 days will receive a letter from the
IRS this week explaining their option to self-certify and get an ex-
pedited approval if they are willing to self-certify.

Mr. MARCHANT. This particular group joined in a lawsuit with
the ACLJ. Will that lawsuit have any effect whatsoever on the de-
termination of that group or any group that is inside of that——

Mr. WERFEL. Two responses. One, I definitively don’t want to
comment on the lawsuit. Second, I will just repeat my earlier point:
If they are in the backlog, they are getting the letter.

Mr. MARCHANT. So there will be no retribution for a group that
joined in that lawsuit?

Mr. WERFEL. It would certainly be the policy of the IRS to
not have any type of retribution in those situations. If there is an
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entity that is in the backlog, it is our intention to send them this
letter. And if they don’t receive the letter, for whatever reason,
then they should immediately—and they can reach out to you or
this Committee or reach out to the National Taxpayer Advocate,
and we will look into it. But, again, our intention is to try to get
every entity within that backlog, to the extent appropriate, a letter.

Mr. MARCHANT. On February the 11th, a subcommittee that I
serve on, chaired by Mr. Boustany, wrote the Acting Commissioner
a request to produce a “Star Trek” parity video that contained no
training content and was produced at taxpayer expense. The sub-
committee also asked for the cost of the “Star Trek” video and any
other video produced with IRS resources. Two months later, and
three letters later, we had the “Star Trek” video and the cost esti-
mate in hand. Turned out that that video was produced as enter-
tainment for the famous IRS convention that is mentioned.

Imagine the Committee’s surprise when late on Friday, May 31,
I believe after you had taken over, in an effort to get ahead of the
TIGTA report expected the following week, about the IRS’ lavish
spending at this conference, it turned out that this video, depicting
line dancing of IRS employees, was also produced at the 2010 con-
ference.

It was wrong for the IRS not to undertake a good faith search
in February for other responsive material, but that was not on your
watch. When was the second video brought to your attention?

Mr. WERFEL. Very early in my term. I arrived on May 22, May
23. It was one of the earlier issues that was raised to me. It was
my understanding that this Committee had a request for our vid-
eos and we were delivering that.

Mr. MARCHANT. Did you produce it immediately to the Com-
mittee?

Mr. WERFEL. It is my recollection that once I became aware of
it and we had it in hand and it was requested by the Committee
we provided it. I think there may have been a need to redact some
of the names on it to protect personal privacy. But, yes, I think we
turned that video over to you very quickly.

Mr. MARCHANT. And did you or others at the IRS directly con-
sult with the Treasury on how to produce that video to Congress?

Mr. WERFEL. How to produce it? I am not aware of us con-
sulting with the Treasury Department on how to produce it. But
I don’t necessarily understand your question.

Mr. MARCHANT. Well, let me follow up. The lack of trans-
parency pertains to just a silly video—and, being from Texas, very
bad line dancing.

Now, for something really more consequential, Chairman Bou-
stany wrote then Acting Commissioner Steven Miller on May 10 to
ask about all documents containing the word “Tea Party” and a list
of IRS employees involved in the targeting. You wrote back on
June 7. Did you consult with the Treasury Department on any of
the correspondence that you had with the Committee before you re-
sponded?

Mr. WERFEL. 1 talked generally to the Treasury Department
about our correspondence with the Committee to make sure I am
giving them an update on the various requests we are receiving
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and how we are producing information. I don’t have a particular
recollection that we talked about this letter.

Chairman CAMP. All right.

Mr. WERFEL. But generally we do talk about discovery requests
that we get from Congress.

Chairman CAMP. All right. Thank you.

Mr. MARCHANT. Thank you.

Chairman CAMP. Ms. Black is recognized.

Ms. BLACK. Thank you, Mr. Chairman.

And thank you, Mr. Werfel, for being here and helping us to
work through this situation.

I want to start out by saying that the very basis of any relation-
ship is trust. And we certainly see here that the trust has been bro-
ken. There is no doubt about that. I think prior to all of this being
revealed over the last several months here, if you had asked some-
one, what kind of reaction do you have if you get a letter from the
IRS, they would have already said, I have fear, they are so power-
ful that even if I haven’t done something intentionally, they are
going to come down on me, it is not an organization that helps you
work through something if you haven’t done it properly. A lot of
uncertainty. I can call one day, get one answer, the next day and
get another answer.

So there was already this image of the IRS with people prior to
this. And I think that this has all just confirmed what their feel-
ings were, that there was a distrust and a fear. And restoring this
trust is going to be very difficult. And I just wanted to go back and
chronicle a couple of things that have been said here, and I am
going to add one to it.

Obviously, we are here for the targeting issue; that is what this
hearing was called for. But also we heard Chairman Johnson talk
about, and I was on that committee and heard Mr. Miller, I believe
it was Mr. Miller that was here the day that we talked about the
abuse of the earned income tax credit that results in billions of dol-
lars improperly being sent to people. And there wasn’t a concern
that we could even work together to fix this. We actually had to
bring legislative action to fix it.

Chairman Ryan talked about the misuse or the inappropriate use
of funds on these activities, over $100 million, which is a signifi-
cant amount of money, obviously. Chairman Boustany also talked
about the bonuses that are being given out to people that perhaps
were even involved in this. And we can’t be assured that those bo-
nuses are really bonuses that they deserve.

I also want to lift up a TIGTA report that showed that 1.7 mil-
lion recipients received over $2.6 billion of improper payment
where we couldn’t confirm that they even attended the school that
they were asking for the tax credit for on the American Oppor-
tunity Tax refund.

And so we see over and over again this is not just about what
has happened here in targeting that is a very serious issue, but it
is a culture. There is a prevailing culture within this organization
that leads people to think when they turn on their television night
after night and they continue to see one thing after another after
another that there is a reason to distrust this organization that has
so much power over them.
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So my question for you is, in your report you do report here that
there were three things that you are looking at, accountability, fix-
ing the problem with the tax-exempt status, and then the third
area is a broad review of the IRS operations and risk. Are those
three things only related to what is happening now with this tax-
exempt status or is this something you are going to look at overall?

Mr. WERFEL. It is broader. In Section 3 of the report, what we
attempt to do is we draw four general conclusions coming out of
this issue with respect to the IG report, and we ask questions
about the broader applicability of those four areas into the rest of
the IRS, and we analyze each question and come up with a series
of actions intended to deal with the issue. For example, and I think
an important one, are the taxpayers not getting the appropriate
customer service or treatment by being in a backlog too long and
getting inappropriate questions

Ms. BLACK. Okay. So I am going to interrupt you because I am
going to be limited on my time here and I want to go on to another
question.

Mr. WERFEL. Please. I understand.

Ms. BLACK. But what I would like to know, I would like to know
your plan. And I know you can’t give me your whole plan today.
But given what we are seeing here, there has to be a plan to show
the American taxpayer they can have confidence, that they can
trust the IRS with their most personal information.

Mr. WERFEL. An initial blueprint of that plan is here and is in
Section 3 of this report, and I would love feedback on it. And cer-
tainly there are places we can fill out and do more. And I think
this report is about starting that dialogue.

Ms. BLACK. I am going to run out of time here, but I do have
one more question. Your report states that you have found no evi-
dence to date that anyone outside of the IRS had any role in initi-
ating or encouraging the Tea Party targeting.

The question I have for you is, did you come to this conclusion
by asking the White House or the Treasury officials whether they
were aware of the activity?

Mr. WERFEL. We came to this conclusion by looking at the evi-
dence that we had, which was a variety of documents, emails, em-
ployee interviews, a lot of it conducted by the IG in their audit re-
port.

Ms. BLACK. So reclaiming any time——

Mr. WERFEL. So essentially we have looked at the evidence that
we have, but we have also said there is more evidence that needs
to be looked at.

Ms. BLACK. Okay. So I hope, then, that you will have a con-
versation with those in the White House, all the way up to the
President, and that will be a part of your report that comes back
as well. Thank you.

Yield back.

Chairman CAMP. Thank you.

Mr. Davis.

Mr. DAVIS. Thank you very much, Mr. Chairman.

And, Commissioner, how are you? Thank you for being here.

You know, like a number of other people who have expressed in-
terest in the fact that you would take this position and even asked
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why, I think I have come to the conclusion of why. I think you
know it is a very difficult situation, that you are going to have a
tough job restoring trust in the agency by the American people. But
I operate from the premise that if there is righteousness in the
heart, there is beauty in the character.

And listening to you all of this time this morning, I get the im-
pression that that is really where you are and that is what you
really want to do and that is how you are going to manage this
agency, in a balanced kind of way, adhering to the policies and
practices, procedures and points of law that have already been es-
tablished legislatively, that this is what you are supposed to do.

I have been tremendously impressed with the report that you
have issued, and there are some things that jump out at me. One
is the fact that you are ready to make some rectification for those
groups and individuals who feel that they have been harmed with
unusual delays of the processing of their applications, even to the
point of self-certification. How would that work? How do you pro-
pose to have that work?

Mr. WERFEL. This week, the taxpayers that are in our priority
backlog for more than 120 days will receive a letter that will ex-
plain this new program that we have that will enable them to get
a fast-track approval if they are willing to certify to these par-
ticular facts and realities. As I have said, it has to do with their
expenditures and their voluntary person hours, and not to exceed
certain thresholds.

So if they feel comfortable that they can attest to that being the
way they are going to carry out their operations with respect to po-
litical and social welfare activity, they will sign the document, just
like they sign their application today, submit it to the IRS, and we
will give them an approval. And if their activities change, they will
be required to let us know. And it is possible, like with any tax-
payer, that they could be reviewed on audit or exam at some later
point, and if we find compliance, we will move forward, if we find
noncompliance, we will deal with it at that time.

Mr. DAVIS. I know that much of our conversation has been
about transgressions and activity that was outside the realm of
what one would expect. And I also know that history is history and
that it is very difficult to change what has already happened, but
it is not impossible to make sure that it does not happen again.

You mention in your report that there are certain risks and in-
formation relative to operations of the entire agency that the Com-
missioner’s office may not have had enough information about.

Mr. WERFEL. Yes.

Mr. DAVIS. And that you would want to seriously analyze that.
And how do you change that information gap that may exist?

Mr. WERFEL. When I came to the IRS, I recognized that across
the organization I do not believe today there is enough work being
done to both identify, categorize, understand emerging risks and
operational challenges within the organization and bring it to-
gether on a portfolio basis across the IRS so that the senior leader-
ship of the IRS can understand those issues and deal with them.
Not just deal with them, by having transparency into them it auto-
matically triggers accountability for them to deal with it, it creates
an environment in which the leadership and the division itself are
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working together toward a solution. And, very importantly, it en-
ables the leadership to then push that information out earlier in
the process to the IRS Oversight Board, to the IG as necessary, to
this Committee as necessary.

We have an architecture that we are now putting together, an
enterprise-wide risk-management program that will redefine the
way in which we capture this information and report it up. It
seems very textbook within this report, but it is actually very im-
portant. And it is potentially, I believe, transformational to getting
at some of the root of the very issues that this Committee is rais-
ing. How can we——

Chairman CAMP. Thank you.

Mr. WERFEL. Okay.

Chairman CAMP. Thank you.

Mr. DAVIS. Thank you, Mr. Chairman.

Chairman CAMP. Mr. Young is recognized.

Mr. YOUNG. Thank you, Mr. Chairman.

And thank you, Commissioner, for being here today. You are cer-
tainly entering this organization at a difficult time.

Your organization, like all others, is only as effective, only as
good as the people that populate it, and by extension the extent to
which we hold people accountable. We have many good, public-
spirited, conscientious public servants working at the IRS and
other agencies, and we must ensure that we don’t put forward any
baseless sort of disciplinary actions with respect to these individ-
uals. I know you agree with that.

My preference would be to hold these individuals, however, to
the same standards that other workers around the country outside
of the Federal Government must pertain to. You have said time
and again during this hearing that we need to discover the facts,
or some variant of this, first discover the facts, wait on those facts
to emerge, and then take corrective action. Entirely, imminently
reasonable, and I agree with that.

This would presumably apply to personnel actions as well, where
you have taken some bold actions over at the IRS with respect to
management failures within your agency, replacing four individ-
uals, five positions. This is prominently displayed in your plan of
action here.

Mr. WERFEL. Yes.

Mr. YOUNG. And so what I want to know is what specific facts
have you collected which justify the replacement of Steve Miller?
We will begin with Mr. Miller.

Mr. WERFEL. Okay. As I mentioned earlier, at that level of the
organization we perceived in our review a deficiency in leadership
in not understanding earlier in the process the emerging challenges
that were happening within the Exempt Organization unit, the
emerging concerns that were being registered by taxpayers. A lot
of the activities that were going on in the IG report should have
surfaced to the leadership before the IG brought to it their atten-
tion.

Mr. YOUNG. What did he fail to do? Were there signals that ex-
isted that he failed to identify? Did he fail to put in place quality
control mechanisms that should have existed?
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This ought to be documented. I know that throughout our Fed-
eral Government union protections for your rank and file workers
are typically also applied at the higher echelons of management. So
you had to overcome a pretty high threshold of evidence before the
decision was made to replace Steve Miller or any of these other in-
dividuals. So I want to know with particularity, why was Steve
Miller replaced, Commissioner?

Mr. WERFEL. Well, let me first state that I was not at the IRS
when this situation happened. That was a decision I think that was
determined between Mr. Miller, the Secretary of Treasury, and the
President on terms of whether the confidence had been lost due to
this current situation.

Mr. YOUNG. Has it been documented? Have the reasons for that
decision to replace Mr. Miller been documented? Or could they be
articulated by the new Commissioner, yourself, though you go by
a slightly different title?

Mr. WERFEL. Yes. This report is in part an attempt to provide
a review of what we found in the organization at multiple levels.
And I think we talk very explicitly about particular—I think we
identify them as failures within the Commissioner’s office to—and
I think these are the exact words that we use—to identify, prevent,
correct, and disclose the information that was——

Mr. YOUNG. All right. You know, to my constituents, that
sounds like a lot of Washington speak. A lot of words. You are tak-
ing up my time here. I have 5 minutes. I appreciate an answer. But
maybe I need to ask the question in a different way. So I will move
to a different individual.

How about Joseph Grant. Can you tell me with specificity why
Joseph Grant was removed from his position as Acting Commis-
sioner, Tax Exempt and Government Entities Division?

Mr. WERFEL. Again, let me take a step back and make sure
that I don’t violate anyone’s rights of privacy. Let me also step
back and make sure that I don’t impugn any particular individual,
because these are organizational layers, these failures were both
individual and organizational, and I don’t want to necessarily place
the holistic blame for the situation on a given individual. There
was a collective organizational failure. There were particular indi-
vidual failures. And I don’t think in 25 seconds I can articulate

Mr. YOUNG. Well, I don’t need it here, because you have used
the clock down to the end. And I do appreciate the answers that
have been forthcoming.

I would like to know, I would like you to report to this Com-
mittee what disciplinary action beyond replacement of these indi-
viduals has been taken.

Mr. WERFEL. And we can provide that to you in a different set-
ting.

Mr. YOUNG. Right. And perhaps you will think of or acquire
through other means the reasoning behind these separations and
communicate those to Congress as well. Thank you.

Chairman CAMP. Thank you.

Mr. Kelly.

Mr. KELLY. Thank you, Mr. Chairman.

Mr. Werfel, I was thinking along the same lines as Mr. Young,
coming out of the private sector. And I did notice you do have a
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great deal of concern for the folks that we are asking you to take
a look at right now, saying you want to make sure we don’t violate
any of their rights or privacy. And I think that is very noble. And
I think that is your desire.

But when I am back home in western Pennsylvania people ask
me about, you know, why are they able to do this and why are they
able to continue doing these things and nothing happens? Because
what I would like to say is, you know, our role as Congress is to
be here for the people that we represent, that voted us into office.

I guess then my question would be, we are so concerned about
these individuals’ rights and privacy, but for these folks that were
targeted, we don’t have the same amount of concern. And for all
of this idea about my rights, my privacy, all those things seem to
be secondhand to an agency that you are running right now. There
are over 90,000 people there. Is that correct?

Mr. WERFEL. Yes.

Mr. KELLY. And an $11 billion budget. My goodness, is there
any doubt that anything this big and this expensive could possibly
be reined in? I don’t understand how you are going to do it. I think
it is a noble idea, but I don’t know that it can be done.

And again, moving forward, tell me, the people that were let go,
what can you do to assure the American people that—they really
haven’t been let go, have they?

Mr. WERFEL. There is a combination of personnel actions that
have been taken.

Mr. KELLY. But nobody has been let go.

Mr. WERFEL. Again, there has been

Mr. KELLY. Either they were let go

Mr. WERFEL. Has anyone been fired yet as a procedural matter?
No. But all of these options are being proceeded with

Mr. KELLY. Yeah. Because the way government works, they
usually get redeployed. I haven’t seen anybody get let go for any-
thing. And I know you don’t have a lot of tools in your toolbox
when people go on a leave of absence that is always paid. And I
think for the American taxpayers that like to think, you know
what, shouldn’t somebody be watching our dollars, the answer is
that you don’t have the

Mr. WERFEL. People do get fired from the Federal Government,
but it follows a process.

Mr. KELLY. I understand that. Yeah, well, I understand all that.
But as of my 2%%2 years here, for any wrongdoing, nobody has ever
been let go. They have been redeployed, they have been reposi-
tioned, they have been placed on administrative leave with pay, all
different types of things. Both Ms. Lerner, and I think it was Mr.
Roseman yesterday, people pleading the Fifth when they come be-
fore the people’s house to answer questions about something that
they could be involved in.

Now, I know there is a rule of law. I can appreciate that. But
that adds then to the public’s distrust and loss of faith in the gov-
ernment. So I know you have a large job on your hands.

As we go forward, though, you said to start off, and maybe I
didn’t understand you, but more investigation needs to be done.
How long do you foresee this going on?
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Mr. WERFEL. That is a good question. And I don’t want to lock
into a particular timeframe because I want to make sure that we
follow the facts wherever they take us. But I would anticipate that
over the next 2 months there will be a material amount of inter-
views and document review that would enable us to revisit the
issues and see where we are. I think that is probably the right
complement of time.

Will I say it is over at that point? No. But I think that seems
to me a good milestone to check in and figure out, have we learned
a material amount of information.

Mr. KELLY. So, what I have seen in your comments so far is
that there has been a lot of wrongdoing or somehow things weren’t
hand%ed the right way, but nothing that you could say was inten-
tional.

Mr. WERFEL. At this time, we haven’t seen anything, but we
are open to the fact that it may have occurred. We just want to
make sure that we are doing all the right due diligence to answer
those questions.

Mr. KELLY. I understand that. I understand that. Just to switch
real quick to Cincinnati.

Mr. WERFEL. Yes.

Mr. KELLY. Did it originate in Cincinnati and only happen in
Cincinnati? Does it go any deeper? Can you tell that yet?

Mr. WERFEL. What I think is important to understand here is
that there were

Mr. KELLY. I am sorry, I am running out of time. Did you——

Mr. WERFEL. Here is the point. I need to make this point. The
individual that supervised the Cincinnati office sat in Washington,
D.C. And if I——

Mr. KELLY. No, I understand. I understand. But the answer is,
no, you don’t know yet whether it is just in Cincinnati?

Mr. WERFEL. I could offer more than that, but we don’t know
the answer. If you wanted me to expound, I could. But——

Mr. KELLY. I don’t have the time. I would love to have a longer
conversation.

Mr. WERFEL. Okay. I don’t know the definitive answer to that
question.

Mr. KELLY. Okay. Is there any doubt in your mind that it
doesn’t lead back farther?

Mr. WERFEL. I don’t understand that question.

Mr. KELLY. Well, is it just Cincinnati? Or does it come back?
Does it come toward Washington? How high does it go?

Mr. WERFEL. I was about to say that there are people in Wash-
ington, D.C., in particular, for example, the position of Director of
Rulings and Agreement, which is in my report.

Mr. KELLY. Okay. So it could go much deeper.

Mr. WERFEL. That person sits in Washington, D.C. Now, there
are five levels beneath the Commissioner’s office.

Mr. KELLY. Okay.

Mr. WERFEL. But they are involved in these activities and their
office is in Washington, D.C.

Mr. KELLY. Well, I appreciate it. I just want to tell you that the
people that I represent back in northwest Pennsylvania do not for
any—they don’t believe right now that there is going to be a seri-
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ous inquiry into this, and they don’t think that the IRS is going
to come out on its own and do it or the Administration is going to
do it on its own. It is going to be up to us in Congress to continue
to look for what the answers are.

So I wish you luck on your job, but I also would say this is crit-
ical to the faith and trust that the people have in this government.
Right now their tank is running on empty because we haven’t seen
anything yet that makes sense to the American people that is fair
and just to them.

Chairman CAMP. All right.

Mr. Renacci, and then Mr. Griffin.

Mr. RENACCI. Thank you, Mr. Chairman.

Thank you, Mr. Werfel, for being here. You know, I was watching
all of this questioning. It reminded me of the days in my private
sector life when I was hired to go into bad situations and turn
them around. And that is exactly what you have had to do. And
I had to report to a court every week in bankruptcy, in those situa-
tions, as a trustee’s representative.

So one of the things that people always wanted to know in those
situations was, what are you going to do to change things? How are
you going to fix things? And I think that is along the line of ques-
tions that American people want to hear; they want to hear the an-
swers.

I have a lot of questions, so I am going to ask you just for yes
or no answers, and if you want to go back to them, we can.

Did you talk to the Treasury about your testimony and discovery
today?

Mr. WERFEL. Yes, I consulted with Treasury about this hearing.

Mr. RENACCI. Did you supply them your testimony or submit
your testimony before

Mr. WERFEL. My testimony today was the report. So they had
the report, of course.

Mr. RENACCI. Did Treasury make any corrections, revisions, or
make any suggestions on what you would say or not say or submit
today? Yes or no.

Mr. WERFEL. I wouldn’t say corrections. I mean, I was keeping
them informed of how the report was developing.

Mr. RENACCI. Did they make any——

Mr. WERFEL. I briefed them and, you know, they offered I
would say high-level suggestions. But as an important point, I don’t
think we got a single line edit from them. It was more general
guidance.

Mr. RENACCI. Okay. Right. So you did discuss it. Okay.

You know, Ranking Member Levin said in his opening statement
that individuals at the IRS that targeted groups should be relieved
of their duties. I made a quote of that, “relieved of their duties.”
I agree with Mr. Levin. Do you agree with Mr. Levin?

Mr. WERFEL. I believe that if there is——

Mr. RENACCI. If they targeted

Mr. WERFEL [continuing]. If there is management neglect or in-
appropriate conduct, and it depends on the nature and extent of
the management neglect.

Mr. RENACCI. If they targeted groups

Mr. WERFEL. Intentionally, yes, I would agree.
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Mr. RENACCI. Okay. You have testified several times today that
there was no intentional wrongdoing. Was there wrongdoing?

Mr. WERFEL. I said there is not evidence yet of intentional
wrongdoing. But, yes, I would articulate there was wrongdoing,
there were——

Mr. RENACCI. Okay. You testified—as I said, I have a lot of
questions. And [——

Mr. WERFEL. Keep going, keep going.

Mr. RENACCI. You testified that there was neglect of duty. You
said that earlier. Do you believe there was neglect of duty?

Mr. WERFEL. I do.

Mr. RENACCI. So there was wrongdoing and there was the ne-
glect of duty, but there was no intentional wrongdoing. Would you
agree with that?

Mr. WERFEL. There is no evidence yet of intentional wrong-
doing. But I am not going to reach a definitive conclusion until all
the evidence is obtained.

Mr. RENACCI. Okay. Do you believe targeting of individuals or
organizations for political purposes is illegal?

Mr. WERFEL. To target with political bias? Yes, I think there
is potential illegality there. It is certainly inconsistent with the IRS
mission statement.

Mr. RENACCI. Do you believe there is wrongdoing?

Mr. WERFEL. Yes.

Mr. RENACCI. Do you believe there is neglect of duty?

Mr. WERFEL. Yes.

Mr. RENACCI. Did the IRS seek removal of Mrs. Lerner?

Mr. WERFEL. I can’t answer that question in this setting. But
I can answer that question in a different setting to you directly.

Mr. RENACCI. So you can’t answer whether she was asked to
resign or be fired?

Mr. WERFEL. Not in this setting, but in a separate setting, I
can.

Mr. RENACCI. What is Mrs. Lerner doing right now?

Mr. WERFEL. I can’t answer that question in this setting.

Mr. RENACCI. Do you believe the IRS—again, I am going to go
back—do you believe the IRS employees who were deemed to have
targeted someone for political purposes should be fired?

Mr. WERFEL. If it was based on political animus or that type
of intent, yes. If the seriousness of the management neglect was to
the appropriate level of seriousness, then, yes.

Mr. RENACCI. Are you aware of Section 1203 of the IRS Re-
structuring and Reform Act of 19987

Mr. WERFEL. I am aware of the Act, but you would have to tell
me exactly which section you are referring to.

Mr. RENACCI. The section of the Act that creates a list of 10
deadly sins——

Mr. WERFEL. Yes.

Mr. RENACCI [continuing]. That the IRS employees can be ter-
minated for.

Mr. WERFEL. Yes.

Mr. RENACCI. Are you aware that political targeting is on it or
not on it?



147

Mr. WERFEL. I don’t have the list memorized, but I can look
into it. I think it is implied through other, more general criteria,
is my recollection.

Mr. RENACCI. It is specifically not mentioned. Can you think of
any reason why we should not add the targeting of an individual
for political purposes by the IRS agent to that list?

Mr. WERFEL. Given these events, I think it is a reasonable sug-
gestion.

Mr. RENACCI. Okay. Well, I agree. So you know I will be intro-
ducing language to do that, and I hope your agency will support
that.

Mr. Chairman, I yield back.

Chairman CAMP. Thank you.

Mr. Griffin is recognized.

Mr. GRIFFIN. Thank you, Mr. Chairman.

Thank you, Mr. Werfel, for being here. I also have heard great
things about your reputation, and I hope that you will get to the
bottom of this. I want to raise some specific questions, though.

This report, “Charting a Path Forward at the IRS,” is a public
report. And in this town, as you know, you have been here a while,
and I have spent some time in this town, a public report, whether
it is intentioned to be or not, is a political report. People are going
to seize upon what is in that report. Statements like the one that
you made where you have not found evidence of intentional wrong-
doing on behalf of IRS personnel, they are going to seize on state-
ments like that and they are going to hold that up and say, aha,
see there, no evidence. I was a staff investigator here in the House.
I have been a prosecutor.

Did you not know that by putting that in the statement you were
communicating to the world, even though this is simply an update,
you were communicating to the world from a political perspective
that there is no evidence of wrongdoing? I understand factually
what you mean. But the reason this has gotten so much attention
is because what a responsible investigator would say is either noth-
ing where that line exists or the investigation continues.

The idea that you would say there is no evidence of intentional
wrongdoing at this point is—I worked at the White House in polit-
ical affairs. You have worked to the White House. I worked up
here. That is a political statement. Whether you intended it to be
or not, that is a political statement that, whether you mean it to
or not, gives cover to people politically at a time when Lois Lerner
pled the Fifth Amendment, where anybody who has gone to
YouTube and seen the testimony of high-level IRS officials in front
of this Committee, based on what we know now, it is clear that
they were not being forthright in telling the whole truth with this
Committee.

Now, whether that constitutes what you would call evidence or
not, if I knew that one of my top lieutenants had just pled the Fifth
and my other lieutenants had given less than the whole truth to
this Committee, and I saw a staff person write that sentence, if
they did, I would take it out.

So my first question is, did you write that sentence or did a staff
member write that sentence?
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Mr. WERFEL. There was a group of people. I was one of the au-
thors. We coauthored it amongst a group of people. I will take own-
ership of every sentence in this document. If you allow me the op-
portunity, I can respond to some of your points, but I don’t want
to use your time. It is up to you.

Mr. GRIFFIN. Okay. I know. I would love to have a lot more
time than I do. And maybe because I am last, I can keep going.
Maybe not.

But did the White House at any time—I know the White House,
as I used to say, and probably you say, is not a person—did anyone
at the White House review this statement?

Mr. WERFEL. No.

Mr. GRIFFIN. No one?

Mr. WERFEL. Not that I am aware of.

Mr. GRIFFIN. Okay. Anyone at Treasury?

Mr. WERFEL. Yes.

Mr. GRIFFIN. Yes. Well, ——

Mr. WERFEL. Let me just say, I did brief the President a few
hours before the report went out on the morning the report was
issued on Monday, and I did mention this conclusion. I just want
to make sure that was clear.

Mr. GRIFFIN. I appreciate you pointing that out.

I think the bottom line here is we have an ongoing investigation
in this Committee. We have an ongoing investigation in the Senate.
We have an ongoing investigation at another committee. We have
a criminal investigation. We have a top lieutenant who has pled
the Fifth Amendment. We have, in my view, we have video of high-
level officials giving less than the whole truth to this Committee,
which is potentially a criminal act. I just think that, whether you
believe that statement or not, putting it in here with your back-
ground in Washington is irresponsible.

And let me go on to the next point here. These individuals that
you personally did not interview, Joe Grant, Steven Miller, Doug
Shulman, Lois Lerner, can you tell me who is interviewing—first
of all, is someone interviewing them?

Mr. WERFEL. The Inspector General and the Justice Depart-
ment are putting together a witness list or have put together a wit-
ness list. I assume it is evolving based on the facts that they are
gathering. And the professional investigators of both the Inspector
General and the Justice Department are conducting those inter-
views and at the appropriate time will share those results with me,
and I assume you, in order to make sure that we have a collective
understanding of the facts.

Chairman CAMP. All right. Thank you. Time has expired.

Thank you, Mr. Werfel, for your testimony this morning.

And with that, this hearing is now adjourned.

[Whereupon, at 1:07 p.m., the Committee was adjourned.]
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